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PROCEDURAL HISTORY

On February 1, 2016, DTE Electric Company (DTE) filed a rate application
requesting a $344 million revenue increase, and other relief. The rates requested in the
application are based on an August 1, 2016 through July 31, 2017 projected test year.
The most recent rate case orders for DTE were issued by the Commission on
December 11, 2015, January 19, 2016, and February 23, 2016, in Case No. U-17767.

Staff, DTE, and potential intervenors attended the March 3, 2016 prehearing
conference. Intervention was granted to Attorney General Bill Schuette (Attorney
General); the Michigan Cable Telecommunications Association (MCTA); the Association
of Businesses Advocating Tariff Equity (ABATE); the Municipal Street Lighting Coalition;
the Michigan Environmental Council (MEC); the Natural Resources Defense Council

(NRDC); the Sierra Club (SC); Energy Michigan; Local 223, Utility Workers Union of



America, AFL-CIO (UWUA); the Kroger Company (Kroger);! Detroit Public Schools
(DPS); Wal-Mart Stores East, LP and Sam’s East, Inc. (Walmart); and the Residential
Customer Group (RCG). The parties agreed to a schedule meeting the time limits of
MCL 460.6a.

Following the prehearing conference, the schedule for the self-implementation
hearing was adjusted slightly by agreement of the parties, and the schedule for filing
Staff and intervenor testimony was also extended slightly by agreement of the parties.
Also following the prehearing conference, the Environmental Law & Policy Center filed a
late-filed petition to intervene, which was granted by ruling dated May 23, 2016, and
which was subsequently withdrawn. In addition, the ALJ entered a protective order on
July 12, 2016, after all parties indicated that they did not object.

On July 1, 2016, DTE filed the testimony and exhibits of Don M. Stanczak, Vice
President for Regulatory Affairs at DTE Energy, explaining the company’s plans to
self-implement a revenue increase of $245 million effective August 1, 2016. At the
July 11, 2016 hearing on this self-implementation filing, Mr. Stanczak’s testimony was
bound into the record without any cross-examination, and his supporting Exhibits
A-24 and A-25 were admitted into evidence.?

By the July 5, 2016 filing deadline, Staff and the following intervenors filed direct
testimony and exhibits: Energy Michigan; Kroger; Walmart; MEC, the Sierra Club, the
Natural Resources Defense Council; ABATE; the Attorney General; and the Residential

Customer Group. At the evidentiary hearings held on August 10, 11, 15, and 16, 2016,

1 Kroger did not attend the prehearing conference, but asked the ALJ in advance to take up its
intervention petition. Since no party objected, the intervention was granted.
2 See 2 Tr 21-38. Mr. Stanczak’s qualifications are set forth at 2 Tr 27-29 and 4 Tr 1080-1082.
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12 witnesses appeared for cross-examination, while the testimony of the remaining 34
witnesses was bound into the record by agreement of the parties.

The parties filed briefs and reply briefs on September 19 and October 3, 2016, in
accordance with a modified schedule. The following parties filed briefs: DTE, Staff,
ABATE, the Attorney General, Energy Michigan, Kroger, Walmart, MEC/SC/NRDC, the
Detroit Public Schools, and the Residential Customer Group.3 The following parties filed
reply briefs: DTE, Staff, ABATE, the Attorney General, Walmart, MEC/SC/NRDC, and
the Residential Customer Group.

An overview of the record and the positions of the parties is presented below.

.

OVERVIEW OF THE RECORD

The evidentiary record in this proceeding is contained in 2031 pages of transcript
in 6 volumes, and 178 exhibits admitted into evidence. The discussion that follows
reviews the direct testimony presented by each party, and then reviews the rebuttal
testimony. This section is intended to provide a general overview; the record is
discussed in further detail as necessary in the subsequent sections.

A. DTE Electric

DTE reduced its requested revenue increase from the $344 million initially filed to
$326.1 million in its brief and then to $325.2 in its reply brief. The utility’s revised rate
request is based on a jurisdictional rate base of approximately $14.4 billion, a return on
equity of 10.5% with an overall cost of capital of 5.71%, and an adjusted net operating

income of $616 million. DTE presented a cost of service study and proposed numerous

3 The RCG filed its brief just after midnight of the due date attributing the late filing to an IT problem.

U-18014
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rate design and tariff changes. The company is also seeking future ratemaking
treatment for various categories of expenses, other accounting approvals, and various
tariff changes.

DTE presented the testimony of 21 witnesses, and 36 exhibits including the
company’s self-implementation exhibits. Many of these exhibits include multiple
schedules. Mr. Stanczak, who presented the self-implementation testimony noted
above, testified that the key factors contributing to the revenue deficiency include
increased investments in net plant--including what he characterized as “electric
reliability investments” in the distribution system and generation fleet--working capital,
associated depreciation and property tax increases, and an increase in Operations and
Maintenance (O&M) expense. Mr. Stanczak also addressed the company’s proposal to
revise the allocation method for production costs, and proposed a Revenue Decoupling
Mechanism (RDM) in anticipation of authorizing legislation. Mr. Stanczak presented an
overview of the company’s filing including a summary of the testimony accompanying
the filing.

Paul G. Horgan, Director of Regulatory Operations for DTE Energy Corporate
Services, LLC, presented the revenue requirements calculation supporting DTE’s filed
revenue deficiency, shown in Exhibit A-8, with a rate base of $14.5 billion, adjusted net
operating income of $616 million, and an overall rate of return of 5.71%.* He also
presented required historical schedules included in Exhibits A-1 through A-4, and
identified the major components of DTE’s rate request both in comparison to the rates

approved in Case No. U-17767, and in comparison to the historical 2014 test year

4 Mr. Horgan'’s testimony is transcribed at 4 Tr 1209-1233; his qualifications are set forth at
4 Tr1210-1213.
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revenue sufficiency. His Exhibit A-10, Schedule C2 shows the calculation of the
revenue conversion factor of 1.6394.

Marcus B. Leuker, Manager of Corporate Energy Forecasting, presented the
company’s sales, demand, and system output forecasts for the projected test year, and
through 2026, presented in his Schedules E1 and E2 of Exhibit A-12. He testified
regarding the modeling and economic assumptions used in the forecasting, and
presented Schedule E3 to show the changes from the 2014 historical data to his test
year projections, and Schedule E4 to show the key assumptions underlying the
forecasts.

Several withesses provided testimony to support the company’s projected capital
and operating and maintenance (O&M) expense projections through the 2016-2017 test
year. Franklin D. Warren, Vice President in charge of Fossil Generation for DTE,
testified regarding the company’s non-nuclear generation system capital and operating
expense requirements including steam, hydraulic, and other non-nuclear power
production plant. He categorized projected capital expenses into “routine” and “non-
routine” categories for each plant type as shown in his Schedule B6.1 of Exhibit A-9.°
Mr. Warren reviewed the company’s recent and planned environmental compliance
expenditures. He also presented capacity forecasts, including an analysis based on
“summer capability”, and a review of recent and planned unit retirements, recent
purchases, and unit upgrades. Regarding O&M expenses broken down into “operating”

and “maintenance” categories for each production type, he testified that historical

5 Mr. Warren’s testimony, including his rebuttal testimony and cross-examination, is transcribed at
3 Tr 80-200; his qualifications are set forth at 3 Tr 86-88.
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expenses were adjusted for inflation and for “known and measurable” changes
presented in his Schedules C5.1, 5.4, and 5.5 of Exhibit A-10.

Irene M. Dimitry, Vice President in charge of Business Planning and
Development for DTE Energy Corporate Services, LLC, testified regarding DTE'’s
request to recover certain projected capital costs.® She testified that DTE is asking to
recovery projected capital expenditures to develop new renewable energy resources
above the requirements of 2008 PA 295, including project evaluation and siting
expenses, as presented in her Schedule B6.7 of Exhibit A-9. She testified that DTE is
also asking to recover the capital costs associated with certain demand-side
management (DSM) programs, presented in her Schedule B6.12 of Exhibit A-9.
Ms. Dimitry also testified that DTE is asking to include the unamortized balance of its
Fermi 3 Combined Operating License (COL) costs in working capital to a recover a
return “on” as well as “of” the licensing costs. In addition, Ms. Dimitry testified in support
of two O&M expense items DTE has included in its rate request: funding for economic
development activities, included in Schedule C5.7 of Exhibit A-10 sponsored by
Mr. Sparks; and funding for additional evaluation and planning activities for the federal
Clean Power Plan requirements and for integrated resource planning (IRP) included in
Mr. Warren’s Schedule C5.1 of Exhibit A-10.

David C. Milo, Fuel Resource Specialist in the Operations and Logistics section
of DTE’s Fuel Supply Department, testified regarding DTE’s historical and projected

non-nuclear fuel supply capital and operating expenses including MERC expenses.’” He

6 Ms. Dimitry’s testimony, including her rebuttal testimony and cross-examination, is transcribed at
3 Tr 202-268; her qualifications are set forth at 3 Tr 207-208.
7 Mr. Milo’s testimony is transcribed at 4 Tr 1131-1140; his qualifications are set forth at 4 Tr 1132-1133.
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presented capital cost projections in Schedule B6.8 of Exhibit A-9 and O&M expense
projections in Schedule C5.2 of Exhibit A-10.

Wayne A. Colonnello, Director of Nuclear Support for DTE, presented testimony
addressing the company’s capital and operating expense requirements associated with
the Fermi 2 nuclear plant as shown in Schedules B6.2 of Exhibit A-9 and C5.3 of Exhibit
A-10.2 Mr. Colonnello also testified to support the costs to be recovered through the
nuclear surcharge showing the proposed reduction in total costs to be recovered
through this charge in his Exhibit A-19.

Paul Whitman, Director of Electrical Engineering and Planning for DTE which is a
department newly formed in 2016, testified regarding distribution system capital and
operating expense requirements reviewing reliability metrics for DTE, its vegetation
management plans, and other changes forecast for the 2016/2017 test year.® The
projected capital expenditures Mr. Whitman testified in support of are presented in his
Schedule B6.3 of Exhibit A-9 while the O&M expenses he testified in support of are
presented in his Schedule C5.6 of Exhibit A-10. Additional information Mr. Whitman
presented regarding distribution system maintenance is included in Exhibit A-21.

Jeffrey C. Wuepper, Director of Compensation and Benefits for DTE Energy
Corporate Services, LLC, testified regarding active employee compensation including
health care costs and other employee benefits as well as incentive compensation plans

and associated costs DTE is requesting to include in rates.’® Mr. Wuepper also testified

8 Mr. Colonnello’s testimony, including his rebuttal testimony and cross-examination, is transcribed at
5 Tr 1251-1279 ; his qualifications are set forth at 5 Tr 1252-1254.

9 Mr. Whitman'’s testimony, including his rebuttal testimony and cross-examination, is transcribed at
3 Tr 270-399; his qualifications are set forth at 3 Tr 276-279.

10 Mr. Wuepper's testimony, including his rebuttal testimony, is transcribed at 4 Tr 905-983; his
qualifications are set forth at 4 Tr 906-907.
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regarding retiree benefits including pension expense and other post-employment
benefits (OPEB). Mr. Wuepper’s projected O&M expenses are in schedules C5.9, 5.10,
and 5.11 of Exhibit A-10 while additional information and his analysis he presented
regarding the company’s incentive compensation plans are included in Exhibit A-20.
Robert E. Sitkauskas, General Manager of the Advanced Metering Infrastructure
Group in the Major Enterprise Projects Organization of DTE, testified to describe DTE’s
Advanced Metering Infrastructure (AMI) progress and plans to support projected capital
and operating expense and to recommend no change in the opt-out program?l,
Projected AMI capital expenditures through the test year are included in his Schedule
B6.6 of Exhibit A-9 while projected O&M expenses are included in Schedule C5.13 of
Exhibit A-10. Mr. Sitkauskas also presented an updated cost-benefit analysis in
Schedule J1 of his Exhibit A-18, a financial summary of expenditures in Schedule J2 of
this exhibit, and a summary of opt-out program costs in Schedule J3 of this exhibit.
Theresa M. Uzenksi, Manager of Regulatory Accounting for DTE Energy
Corporate Services, LLC, presented 2014 historical balance sheet and net operating
income statements with normalizing adjustments including most of the historical
schedules included in Exhibits A-2 and A-3.1> She testified to support certain
accounting treatments including continued deferral of OPEB expense projections,
regulatory asset treatment for certain tree-trimming expenses, creation and amortization

of an obsolete inventory regulatory asset, capital treatment for certain DSM equipment,

11 Mr. Sitkauskas’s testimony, including his rebuttal testimony, is transcribed at 4 Tr 1022-1049; his
qualifications are set forth at 4 Tr 1023-1024.

12 Ms. Uzenksi's testimony, including her rebuttal testimony and cross-examination, are transcribed
at 4Tr 779-902; her qualifications are set forth at 4 Tr 784-786.
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and Power Supply Cost Recovery (PSCR) cost treatment for fuel costs associated with
negative net generation.

Ms. Uzenski also testified specifically regarding capital and operating expense
requirements for the Corporate Services Group programs including Customer 360
program expenditures, other software and IT expenditures, National Electric Reliability
Council (NERC) critical infrastructure expenditures, and office and service center
renovations. Ms. Uzenski's Schedule B6.5 of Exhibit A-9 summarizes projected capital
expenditures for the Corporate Support Group. Her schedule C-5.8 of Exhibit A-10
presents projected O&M expenses for the corporate Support Group, other than
employee benefits, including property insurance and injuries and damages expense
categories. She also explained how common costs are allocated among DTE Energy
subsidiaries.

Ms. Uzenski’'s also supported key summary schedules. Schedule B5 of Exhibit
A-9 projects the company’s test year beginning and ending balance sheet including total
utility plant and property, other property and investments, current assets, and deferred
debits. Her Schedule B6 of Exhibit A-9 summarizes the company’s proposed capital
expenditures through the test year based on projections sponsored by other witnesses.
Ms. Uzenksi’s Exhibit A-10 Schedule C1 presents DTE's filed forecast adjusted net
operating income of $616.4 million based on O&M expense projections sponsored by
several witnesses, depreciation and amortization expenses Ms. Uzenski presented in
Schedule C6 of Exhibit A-10, tax expenses as presented by Mr. Heaphy, and revenue

projections using Mr. Leuker's sales forecasts and the revenues approved in
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Case No. U-17767. She also testified regarding the inflation factors DTE used in its
expense projections relying on information from Mr. Wuepper and Mr. Leuker.

Jason E. Sparks, Manager of the Revenue Management Strategy section for
DTE Energy Corporate Services, LLC, testified to support requested O&M expense
levels for customer service and marketing operations within DTE, including customer
service, billing, and uncollectible expense, presented in his Schedule C5.7 of Exhibit
A-10.12 He also testified regarding the company’s low-income customer initiatives
including continuation of the Low Income Pilot approved in Case No. U-17767.

Mark W. Heaphy, Manager of Tax Accounting for DTE Energy Corporate
Services, LLC, testified to present DTE’s historical and projected federal, state, and
municipal income tax, property tax, and other tax expenditures.* He also explained the
impact of the extension of the federal bonus depreciation deduction and the research
tax credit, and discussed the Michigan Supreme Court’s opinion regarding DTE'’s use
tax obligations.

Edward J. Solomon, Assistant Treasurer and Director of Corporate Finance,
Insurance and Development for DTE Energy and its subsidiaries, testified regarding
DTE’s capital structure and debt costs.'> He presented the historical capital cost
schedules in Exhibit A-4, Schedules D2 through D5, showing the cost of long-term and
short-term debt and the authorized return on equity as of December 31, 2014. He
testified in support of using a projected permanent capital structure for ratemaking with

50% debt and 50% equity. He testified that this is reflected in Mr. Horgan’s Schedule

13 Mr. Sparks’s testimony is transcribed at 4 Tr 1006-1020; his qualifications are set forth at 4 Tr 1007.

14 Mr. Heaphy's testimony, including his rebuttal, is transcribed at 4 Tr 986-1004; his qualifications are set
forth at 4 Tr 987-988.

15 Mr. Solomon’s testimony is transcribed at 4 Tr 1106-1129; his qualifications are set forth at
4 Tr1107-1109.
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D1 of Exhibit A-11. He emphasized the importance of a financially sound capital
structure to attract capital and provided his view of the risks facing DTE. In his
Schedules D-2 and D3 of Exhibit A-11, he presented the projected costs of long-term
and short-term debt. His Exhibit A-17 contains information regarding DTE'’s credit
ratings, recent long-term debt offerings, and historical and other information to comply
with Commission filing requirements.

Dr. Michael J. Vilbert, Principal with The Brattle Group, testified to explain and
support DTE’s requested return on equity of 10. 5%.'® He discussed his view of the
current market relationships between risk and return in light of recent events and his
view of the risks facing DTE. He presented several analyses of the cost of equity using
a proxy group of companies, including a discounted cash flow (DCF) analysis and a
“risk-positioning” analysis, each with multiple models and assumptions. For each model
and set of assumptions, he computed the After Tax Weighted Average Cost of Capital
for each proxy company and derived his range of results using DTE’s projected capital
structure and a projected cost of long-term debt. He presented his analyses in
Schedules D6.1 through D6.13 of Exhibit A-11.

Keegan O. Farrell, Principal Financial Analyst for Load Research at DTE Energy
Corporate Services, LLC, presented the 2014 historical allocation schedules, which are
included in his Exhibit A-5, and he presented the forecast test-year allocation
schedules, which are included in his Exhibit A-16 and used in the company’s cost of

service study.” Mr. Farrell's testimony described the data he used and reviewed key

16 Dr. Vilbert's testimony, including his rebuttal testimony and cross-examination, is transcribed at
4 Tr 563-726; his qualifications are set forth at 4 Tr 571 and 4 Tr 628-643.

17 Mr. Farrell's testimony is transcribed at 4 Tr 1190-1207; his qualifications are set forth at
4Tr1191-1192.
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terminology. He testified that he relied on Mr. Leuker's forecast of sales for the
projected test year, while he developed class-level demand values by applying historic
load factors to the forecast energy values, with one adjustment to reflect a large
customer movement.

Thomas W. Lacey, Principal Financial Analyst for DTE Energy Corporate
Services, LLC, presented the company’s class cost of service study.*® The historical
cost allocations by rate class are included in Exhibit A-5 and the allocations of DTE'’s
projected test-year costs are included in Exhibit A-13. Mr. Lacey also presented
Schedule F1.3 in Exhibit A-13 to show total customer-related costs by class, which DTE
used to derive the monthly customer charges. He testified that he used the “minimum-
size distribution system method” for allocating distribution plant, acknowledging that
DTE proposed this method for determining customer charges in Case No. U-17767 and
it was rejected by the Commission.

Michael Williams, Principal Financial Analyst for DTE Energy Corporate Services,
LLC, testified to support the rate design and tariffs for residential programs including
increases in the monthly customer charges.® He sponsored portions of the rate design
schedules in Exhibit A-14 and the tariffs in Exhibit A-15.

Kelly A. Holmes, Principal Financial Analyst for Regulatory Economics at DTE
Energy Corporate Services, LLC, testified to support the rate design and tariffs for

commercial secondary customers.?® She sponsored portions of the rate design and

18 Mr. Lacey’s testimony, including his rebuttal and cross-examination, is transcribed at 3 Tr 400-456;
his qualifications are set forth at 3 Tr 405-407.

19 Mr. Williams's testimony is transcribed at 4 Tr 1051-1062; his qualifications are set forth at
4 Tr 1052-1053.

20 Ms. Holmes's testimony is transcribed at 4 Tr 1064-1077; her qualifications are set forth at
4 Tr 1065-1067.
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tariff schedules in Exhibits A-14 and A-15. She also testified to the calculation of power
supply costs presented in Schedules C4 and C5.14.

Timothy A. Bloch, Principal Financial Analyst for DTE Energy Corporate
Services, LLC, testified in support of the rate design and tariffs for primary customers,
also sponsoring schedules included in Exhibits A-14 and A-15.2 Mr. Bloch also
presented a calculation of the proposed revised nuclear surcharge shown in Schedule
F6 of exhibit A-14.

Kenneth D. Johnston, Manager of Community Lighting for DTE, testified in
support of the proposed rate design and tariffs for the outdoor lighting rate schedules
and proposed capital and O&M expenditures for his Community Lighting group.??> His
Schedule B6.4 of Exhibit A-9 reflects the proposed capital expenditures, while his
Schedule C5.6 of Exhibit A-10 reflects the proposed O&M expenses. His proposed rate
design is included in Schedule F3 of Exhibit A-14, while the proposed tariff revisions are
included in Schedule G1 of Exhibit A-15. He also presented information regarding
DTE'’s outage rates for lighting forecast for and its energy forecast for lighting and traffic
signal rates in his Exhibit A-22.

Mr. Bloch, Mr. Colonnello, Ms. Dimitry, Mr. Heaphy, Mr. Johnston, Mr. Lacey,
Mr. Leuker, Mr. Sitkauskas, Ms. Uzenski, Dr. Vilbert, Mr. Warren, Mr. Whitman, and
Mr. Wuepper also presented rebuttal testimony as discussed below. Witnesses Bloch,
Colonnello, Dimitry, Lacey, Leuker, Uzenski, Vilbert, Warren and Whitman were

cross-examined on their testimony.

21 Mr. Bloch’s testimony, including his rebuttal and cross-examination, is transcribed at 3 Tr 457-551;
his qualifications are set forth at 3 Tr 462-465.

22 Mr. Johnston’s testimony, including his rebuttal testimony, is transcribed at 4 Tr 1143-1188;
his qualifications are set forth at 4 Tr 1144-1150.
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B. Staff

Staff’s filing recommended a revenue deficiency of $188.9 million based on a
projected test year rate base of $14.3 billion, a return on equity of 10%, and adjusted
net operating income of $673 million as shown in Exhibit S-1 Schedule Al. Staff also
presented a cost of service study and rate design recommendations. Staff's briefs
recommend additional adjustments to the revenue deficiency calculation. Staff
presented the testimony of 15 Staff members and 13 exhibits, which include multiple
schedules with decimal numbering.

Robert F. Nichols Il, Manager of the Revenue Requirements Section of the
Financial Analysis and Audit Division of the MPSC, presented Staff's revenue
requirement calculations including Staff's projected revenue deficiency in Exhibit S-1
(Schedule Al), rate base in Exhibit S-2 (Schedule B1), and projected net operating
income at current rates in Exhibit S-3 (Schedule C1), also relying on testimony from
several other Staff witnesses for various components.?® Mr. Nichols testified in support
of DTE’s request to capitalize and amortize DSM programmable thermostats over five
years and presented Staff’s implementation of the Commission’s order in Case No.
U-18033 regarding the treatment of obsolete inventory. Mr. Nichols also testified that
Staff opposes DTE’s request for specific funding for economic development activities.

Jay S. Gerken, an auditor in the Revenue Requirements section of the Financial
Analysis and Audit Division of the MPSC, presented Staff's recommended total electric

utility plant, including the accumulated provision for depreciation and the working capital

23 Mr. Nichols’s testimony is transcribed at 5 Tr 1519-1530; his qualifications are set forth at
5 Tr 1520-1522.

U-18014
Page 14



allowance, and Staff's recommended depreciation and amortization expense.?* He
explained that Staff's recommended $56.5 million reduction to the total utility plant
presented by DTE is attributable to adjustments recommended by Staff withesses
Trachsel, Krause, Matthews, Mazuchowski, and Simpson. He testified that Staff's
capital expense adjustments are also reflected in Staff's recommended accumulated
provision for depreciation along with Staff's obsolete inventory adjustment and Staff's
corrections to certain depreciation rates. Mr. Gerken also testified that Staff's
recommended $141 million reduction to DTE’s proposed working capital allowance
includes exclusion of DTE’s investment of $3.3 million in the Detroit Investment Fund as
well as adjustments attributable to Staff's recommendations regarding tree-trimming
expenses, obsolete inventory, and the Combined Operating License (COL)
expenditures for a potential Fermi 3. Regarding depreciation and amortization expense,
he testified that Staff's recommendation reflects Staff’'s capital expenditure adjustments
and corrections to the depreciation rates.

Naomi J. Simpson, Public Utilities Engineer in the Generation and Certification of
Need Section of the MPSC’'s Electric Reliability Division, presented Staff's
recommendations regarding DTE’s projected non-nuclear generating plant capital
expenditures.?> She testified that Staff recommends removing all contingency
expenses from the non-routine capital expense category in DTE’s Exhibit A-9, Schedule
B6.1, shown in Staff Exhibit S-13, Schedule 13.0, and recommends no other changes to

DTE'’s projected expenditures. She testified that Staff also requests that DTE conduct

24 Mr. Gerken'’s testimony is transcribed at 5 Tr 1470-1481; his qualifications are set forth at
5Tr 1471-1474.

25 Ms. Simpson'’s testimony is transcribed at 5 Tr 1551-1561; her qualifications are set forth at
5 Tr 1552-1555.
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biannual meetings with Staff after the conclusion of this case regarding its potential
future environmental projects. She testified that Staff supports the non-contingency
cost projections for DTE’s proposed “new build” capital expenditures for research and
development of a new power generation facility. Ms. Simpson also testified that Staff
supports the company’s request for additional funding for integrated resource planning
activities further recommending that DTE “take a proactive role in providing regular
updates and outreach regarding its IRP modeling assumptions, scenarios, sensitivities,
and subsequent results.” She presented additional audit and discovery responses from
the company in the remaining schedules of her Exhibit S-13.

Katie Trachsel, an auditor in the Renewable Energy Section of the MPSC'’s
Electric Reliability Division, testified regarding DTE’s projected capital expenditure for its
Distributed Customer Generation program.?® She recommended rejecting the proposed
$2.5 million expenditure on several grounds including duplication with funding approved
in Case No. U-17767, the lack of results from the prior funding, and a lack of confidence
that the funds will actually be expended in the projected test year.

Kevin S. Krause is also an auditor in the Renewable Energy Section of the
MPSC'’s Electric Reliability Division.?” He testified that although Staff supports the
company’s addition of more renewable energy to its generation portfolio, Staff removed
DTE’s proposed capital expenditures for renewable generation from this case because

the company has requested recovery in an Act 295 proceeding. He testified that if

26 Ms. Trachsel's testimony is transcribed at 5 Tr 1563-1569; her qualifications are set forth at
5 Tr 1564-1566.

27 Mr. Krause's testimony is transcribed at 5 Tr 1483-1489; his qualifications are set forth at
5 Tr 1484-1486.
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DTE’s request to exceed the 10% amount is denied, the company could renew its
request in this case.

Codie S. Matthews, Public Utilities Engineer in the Smart Grid Section of the
MPSC'’s Operations and Wholesale Markets Division, testified regarding the company’s
request for recovery of Advanced Metering Infrastructure (AMI), demand response, IT,
and cyber-security expenditures.?® He testified that Staff generally considers the
company’s projected test year capital and O&M expenditures reasonable and prudent,
but recommends that the company provide annual smart grid reporting metrics as
identified in Schedule 10.0 of his Exhibit S-10. Mr. Matthews testified that Staff
generally supports DTE’s projected demand response efforts but recommends a
cautious approach until appropriate metrics are developed. He recommended a
reduction of $5.6 million to the company’s request for energy bridges, to match
expenditures to the number of customers using DTE’s mobile application, presenting
supporting information in Schedules 10.1 through 10.4 of Exhibit S-10. Mr. Matthews
also recommended that the company’s programmable communicating thermostat
program be limited until DTE establishes that customers are enrolling in the program.
Addressing the company’s proposed Information Technology (IT) expenditures,
Mr. Matthews similarly testified that Staff supports generally supports the company’s
projected spending, but recommends normalizing adjustments to reflect the variability in
expenditures from year to year, also presenting Schedules 10.5 and 10.6 of Exhibit

S-10.

28 Mr. Matthews’s testimony, including his rebuttal, is transcribed at 5 Tr 1491-1506; his qualifications are
set forth at 5 Tr 1492-1493.
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Donald J. Mazuchowski is the Electric Operations Manager for the MPSC. He
presented Staff's recommended adjustments to DTE’s proposed distribution system
capital expenditures.?® He reviewed DTE's expenditures in 2015 compared to the
company’s projected spending in Case No. U-17767, and testified that Staff does not
believe the company will be able to spend the full increase in spending it is proposing
for the projected test year in this case. He acknowledged that DTE’s system reliability
needs improvement and recommended a 10% annual increase in the level of capital
expenditures from 2015 through the projected test year. He presented two schedules in
Exhibit S-9, Schedules 9.3 and 9.5, to show DTE'’s recent capital spending levels in
comparison to Staff's recommendation and to show DTE’s capital spending levels in
comparison to several other utilities. Mr. Mazuchowski also testified that Staff does not
support DTE’s request to treat certain tree-trimming expenses as a regulatory asset.

Brian Welke, an auditor in the financial Analysis and Audit Division of the
MPSC’s Revenue Requirements Section, presented Staff's recommended O&M
expense allowance of $1,262,978,000 for the projected test year, as shown in his
Schedule C5 of Exhibit S-3.3° His Schedule C5 also shows the adjustments responsible
for the $69.3 million difference between Staff's projection and DTE’s request identifying
the sponsoring Staff witness or supporting schedule. Mr. Welke testified in support of
several of Staff's adjustments including a revised inflation estimate, incentive
compensation, uncollectible accounts expense, injuries and damages, property
insurance, pensions and benefits, accrued vacation, and Supplemental Retirement Plan

(SRP) expenses. Regarding Staff’s inflation estimate, he testified that Staff used a 2015

29 Mr. Mazuchowski's testimony is transcribed at 5 Tr 1508-1517; his qualifications are set forth at
1509-1511.
30 Mr. Welke’s testimony is transcribed at 5 Tr 1571-1583; his qualifications are set forth at 5 Tr 1572.
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historical test year as the basis for its O&M expense projections, rather than 2014 as
DTE used, and used the inflation factors recommended by Mr. Megginson. Regarding
incentive compensation expense, Mr. Welke testified that Staff has excluded the portion
of the incentive compensation expenses requested by DTE that are related to financial
metrics to be consistent with the Commission’s decision in Case No. U-17767.
Regarding uncollectible expense, he testified that Staff's adjustment is based on the use
of more recent information and incorporates a portion of the proceeds from the
company’s debt sale in 2008. Regarding injuries and damages expense, Mr. Welke
testified that Staff's adjustment is based on the use of more recent data. Regarding
property insurance expense, he testified that Staff rejected DTE's use of a five-year
average and used the historical test-year expense adjusted for inflation, consistent with
prior Commission orders. Regarding pension and benefits expense, Mr. Welke testified
that Staff’'s adjustment is attributable to the use of more recent data and Staff’s inflation
factors. Regarding accrued vacation expense, he testified that Staff's adjustment used
a four-year average to minimize the impact of an inconsistent 2014 expense level.
Regarding the SRP expenses, he testified that Staff removed the company’s projected
expenses consistent with past case.

Mr. Welke also testified regarding the company’s request for rate base treatment
of the unamortized balance of its COL expenses, recommending that the Commission
defer recovery of a return on the COL expenses until the company makes a “build” or
“no-build” decision. And, Mr. Welke explained Staff’s rejection of the company’s request

for regulatory asset treatment of certain tree-trimming expenditures. Finally, Mr. Welke
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explained Staff's adjustment to the company’s property and other tax expense
projection to better reflect historical experience.

Jing Shi, Public Utilities Engineer in the Act 304 and Sales Forecasting Section of
the Commission’s Regulated Energy Division, addressed DTE’s projected production
plant O&M expenses including the steam production, fuel supply and MERC, nuclear,
hydroelectric, and other expense categories.®! She testified that Staff revised DTE's
projections to reflect Staff's inflation rates supported by witness Megginson and shown
in her Schedule 8.1 of Exhibit S-8. She testified that Staff also adjusted the O&M
projection for the River Rouge Unit 2 as shown in her Schedule 8.2 of Exhibit S-8 to
reflect the planned retirement of this unit. Regarding nuclear expense projections,
Ms. Shi testified that Staff adjusted DTE’s projections for “Program Evaluation and
Review Committee” (PERC) projects to reflect a normalization of expenses over a
ten-year period, as shown in Schedule 8.3 of her Exhibit S-8. Ms. Shi testified that
Staff's adjustments reduce DTE’s projected production O&M expenses by $39,100,000.

Peter J. Derkos, Public Utilities Engineer Specialist in the Electric Operations
Section of the MPSC’s Operations and Wholesale Marketing Division, presented Staff’s
recommended O&M expense level for DTE's test year distribution operations.®?> He
testified that Staff is recommending that distribution O&M expenses for the test year be
based on a five-year average of historical spending levels with adjustments for inflation,
storm restoration, preventative maintenance and tree trimming. Mr. Derkos’s Schedule
9.0 of Exhibit S-9 shows total distribution O&M expenditures from 2011 to 2015, with

additional supporting detail in Schedules 9.1 through 9.4 of that exhibit. He testified that

31 Ms. Shi's testimony is transcribed at 5 Tr 1543-1549; her qualifications are set forth at 5 Tr 1544-1545,
32 Mr. Derkos’s testimony is transcribed at 5 Tr 1455-1468; his qualifications are set forth at 5 Tr 1456-
1459.
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he eliminated expenses recovered through the Transitional Reconciliation Mechanism
before applying Staff’s inflation values. He testified that he further adjusted the five-year
average by adding an additional amount for tree trimming, including a savings estimate
to reflect expected reductions in restoration costs and adopted DTE's requested
adjustment for preventive maintenance of station equipment and underground lines.
Mr. Derkos also testified regarding Staff’s opposition to regulatory asset treatment for
tree-trimming expenses.

Kurt D. Megginson, Financial Specialist in the Revenue Requirements Section of
the Commission’s Financial Analysis and Audit Division, presented testimony
addressing the cost of capital and the rate of inflation.®3 Mr. Megginson’s Schedule D1
of Exhibit S-4 is a summary of Staff's recommended overall rate of return of 5.52%,
based on a cost of equity capital of 10%, and the 50-50 capital structure and other cost
elements used by DTE. In determining the cost of equity capital, Mr. Megginson
performed several analyses of the cost of capital for a proxy group of companies
including a discounted cash flow study, a Capital Assets Pricing Model study, and a risk
premium analysis. The results of these analysis are presented in his Schedule D5. He
also considered other recent state commission return on equity awards and the
company’s currently-authorized rate of return. Mr. Megginson also provided a forecast
of inflation factors for 2016 and 2017 of 1.45% and 2.57% respectively, as shown in his

Schedule D3 of Exhibit S-4.

33 Mr. Megginson’s testimony, including cross-examination, is transcribed at 5 Tr 1379-1453; his
qualifications are set forth at 5 Tr 1383-1385.
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Charles E. Putnam is a Departmental Analyst in the Rates and Tariffs Section of
the MPSC’s Regulated Energy Division.3* He performed Staff's cost of service study
and testified regarding the results, also presented in his Schedule F1 of Exhibit S-6. He
testified that Staff made essentially four changes to DTE’s cost of service study:
changing the weighting of the production cost allocator from 4CP 100 to 4CP 75-0-25,
making a corresponding change in the 200B allocator, revising the inputs to DTE’s
calculation of the monthly customer charge, and changing the allocation of uncollectible
accounts expense from historic net write-offs to total cost to serve.

Deanne B. Rivera is also a Departmental Analyst in the Rates and Tariffs Section
of the MPSC'’s Regulated Energy.3®> She presented Staff's recommendations regarding
residential rate design testifying that Staff recommends a monthly customer charge of
$7.50, supports DTE’s proposed 20% cap for variable distribution rates with the
residential secondary rate schedules, recommends reducing the number of customers
expected to participate in the Residential Income Assistance (RIA) program, and
proposes setting the Senior Citizen credit at 50% of the RIA credit.

Regarding the lighting tariffs, Ms. Rivera testified that Staff supports the
company’s proposal to revise the existing financing charge option as an alternative to a
contribution in aid of construction, but further recommends that the tariff explicitly
include the final weighted average cost of capital approved in this case, and explicitly
make the financing charge option available to all lighting customer conversions as well

as new business. She also encouraged the company to explore an option to allow

34 Mr. Putnam’s testimony, including cross-examination, is transcribed at 5 Tr 1334-1359; his
qualifications are set forth at 5 Tr 1338-1340.

35 Ms. Rivera’s testimony is transcribed at 5 Tr 1532-1541; her qualifications are set forth at
5 Tr 1533-1536.
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customers converting to LED lights to pay third-party financing costs through their DTE
bills. Ms. Rivera also supported other lighting tariff changes proposed by DTE, except
for the proposed elimination of the de-energized and dusk-to-midnight lighting
provisions which she recommended be retained as a cost-saving alternative for
customers. Ms. Rivera recommended that the structure of charges in the lighting tariffs
be broken into component per-luminaire and per-kWh (power supply) charges with the
total per light monthly charges also stated. She also recommended further refinements
in future cases. Noting that Mr. Revere presented Staff's rate design for the lighting
tariffs, she testified that DTE should take steps to mitigate the impact of lighting rate
increases for municipalities including the encouragement and prioritization of LED
conversions. Ms. Rivera also endorsed DTE's calculation of miscellaneous revenue.
David W. Isakson, a Departmental Analyst in the Rates and Tariffs Section of the
MPSC’s Regulated Energy Division, presented Staff's recommendations regarding
secondary and primary rate design.3® He testified that Staff's commercial secondary
distribution rates were calculated using the same method approved in Case
No. U-17767, with a proposed increase in the monthly service charge to $11.25, based
on Mr. Putnam’s analysis. He testified that Staff’'s primary distribution rates by voltage
class were also determined using the same method approved in Case No. U-17767.
For the power supply rate design for commercial and primary customers, Mr. Isakson
testified that Staff used the same method as DTE but using Staff's revenue requirement.
Additionally, Mr. Isakson addressed DTE’'s contingent request for a Revenue

Decoupling Mechanism, recommending that the Commission reject DTE’s request. He

36 Mr. Isakson'’s testimony, including rebuttal and cross-examination, is transcribed at 5 Tr 1280-1333; his
qualifications are set forth at 5 Tr 1284-1285.
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testified that the Commission should wait until any new legislation is passed to consider
an RDM and further testified that Staff does not believe the company’s proposed RDM
would lead to just and reasonable rates. He identified the conditions under which he
believes an RDM would result in just and reasonable rates and explained Staff's
alternative proposal.

Nicholas M. Revere, Manager of the Rates and Tariffs Section of the MPSC'’s
Regulated Energy Division, presented Staff's recommended rate design for the lighting
tariffs.3” He referred to discussions held during the collaborative resulting from Case
No. U-17767 in explaining that Staff recommends moving lighting rates to the cost of
service by lighting type based on the results of DTE’s updated model. He testified that
the move to cost-based rates for LED lighting should be the most important priority, and
also that rate increases for any lighting category should be capped so that no customer
has an impact of more than 3 times the overall lighting increase. Staff's resulting rate
design is included in his portion of Schedule F3 of Staff's Exhibit S-6.

C. Attorney General

The Attorney General presented the testimony of Sebastian Coppola,
independent consultant and President of Corporate Analytics, Inc., accompanied by
Exhibits AG-1 through AG-36.2 Mr. Coppola calculated a revenue deficiency for DTE
of $109.5 million, presented in his Exhibit AG-36, based on decreased capital and
O&M expense spending projections, an increased revenue projection, and an

authorized return on equity of 9.75%.

37 Mr. Revere’s testimony, including cross-examination, is transcribed at 5 Tr 1360-1377; his
qualifications are set forth at 5 Tr 1363-1364.

38 Mr. Coppola’s testimony is transcribed at 6 Tr 1769-1872; his qualifications are set forth at
6 Tr1771-1774 and 5 Tr 1862-1872.
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Mr. Coppola recommended that “contingency” capital spending of $18 million be
removed from the rate base projection. Addressing DTE’s projected $1.3 billion in
capital spending for distribution operations from the historical test year through the
projected test year, he recommended excluding DTE’s projected $41.8 million in
spending for the Gordie Howe International Bridge, excluding $10.5 million in proposed
spending for a SCADA monitoring system, and excluding $13.4 million projected for
distribution system upgrades associated with bridge work on the 1-75 highway. He also
recommended that the Commission reject DTE’s request to establish a regulatory asset
to recover certain vegetation management expenses incurred through 2015 and
projected through July 2017.

Addressing DTE’s projected $1.2 billion in capital spending for fossil generation,
he recommended a reduction of $12.1 million for projected routine capital expenditures
based on a review of historical expenditures and an additional reduction of $13.2 million
for DTE’s projected expenditures in preparation for potential construction of one or more
natural-gas-fired generating plants. Turning to DTE’s projected $33.2 million capital
expenditures for additional renewable energy and demand-side management,
Mr. Coppola recommended excluding the projected $13 million renewable energy
expenditures from rate base, disputing that the projected expenditures were sufficiently
likely to occur. He also recommended excluding $2.5 million for a pilot program for
Distributed Customer Generation (DCG) that he characterized as uncertain, and $9.5
million for the DTE Insight and PCT programs. Regarding the DTE Insight program,

Mr. Coppola also expressed concern that DTE expenditures would be directed to a
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company that is a joint venture owned in part by DTE Energy Ventures, a non-utility
affiliate of DTE, also citing his Exhibits AG-22 and AG-23.

Mr. Coppola recommended a $24.7 million reduction in DTE’s proposed nuclear
generation capital expenditures of $625.8 million, characterizing the company’s
projected routine capital expenditures as out of line with historical levels and premature
relative to the fuel cycle. Mr. Coppola also recommended that the Commission reject
DTE’s request to include the unamortized $96.9 million balance of its COL costs for a
potential Fermi 3, citing the Commission’s decision in Case No. U-17767.

Turning to DTE’s projected capital expenditures for its Corporate Staff Group,
Mr. Coppola recommended a $55.5 million reduction to DTE’s projected capital
expenditures of $536.7 million, based on his conclusion that certain information
technology (IT) programs had not been sufficiently justified including a software tool for
landlords, certain reliability projects, and Enterprise Software expenditures. He also
took issue with projected facilities renovation expenditures, including expenditures for a
gym and a clinic, and other renovation expenditures he concluded lacked specificity and
support, and he recommended adjustments to capital expenditures for the Grand River
Public Space and Federal Park Place to be consistent with the Commission’s decision
in Case No. U-17767.

Mr. Coppola also recommended that the working capital allowance be reduced
by $86.6 million to reflect a lower projected increase in working capital for accrued
post-retirement benefits as presented in his Exhibit AG-29, an increased projection of
interest payable that he attributes to increased long-term debt balances, an income-tax

adjustment to eliminate the impact of tax credits available in the historical test year, and
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a reduction to exclude DTE's interest-earning investment in the Detroit Investment
Fund.

Turning to O&M expense projections, Mr. Coppola recommended a total
reduction of $132.3 million to DTE’s projected test year O&M expense level of $1.332
billion, as summarized in his Exhibit AG-4. He testified that his recommendation reflects
the elimination of all inflationary increases other than employee healthcare to reflect the
company’s Competitive and Affordable Rate Strategy (CARS) program. Regarding
fossil generation expenses, he also recommended a 50% reduction in projected
spending for Clean Power Plan (CPP) and Integrated Resource Planning (IRP) activities
to reflect the U.S. Supreme Court’s stay of the CPP. Regarding electric distribution
expenses, he recommended a reduction of $3.9 million in DTE’s overhead line expense
projection, using an updated five-year average and excluding the amortization DTE
requested for certain tree trimming expenses. Regarding customer service and
marketing expenses, Mr. Coppola recommended excluding DTE’s request for $3 million
for economic development activities. Regarding other administrative and general
expenses, Mr. Coppola recommended excluding all incentive compensation expense,
updating the company’s five-year average calculation for property insurance and injuries
and damages expense, and excluding an additional $3 million in advertising costs. For
pension and benefits expense, Mr. Coppola recommended a $6.2 million reduction to
the company’s projected increase using alternate inflation factors for employee
healthcare that he testified were more consistent with recent experience. Finally,
Mr. Coppola recommended an additional $1.1 million reduction in O&M expenses to

reflect estimated savings in uncollectible accounts expense, as presented in his Exhibit
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AG-10. Mr. Coppola also recommended an increase in the revenue component of the
adjusted net income calculation based on his upward adjustment of DTE’s residential
sales forecast to reflect his analysis of historical data and the impact of energy
efficiency options. He presented Exhibits AG-1 through AG-3 to support his testimony.

Mr. Coppola recommended that the Commission calculate an overall rate of
return of 5.43%, based on the capital structure and debt costs used by DTE and a
return on equity of 9.75% as shown in his Exhibit AG-30. Mr. Coppola also
recommended that the Commission reject DTE’s proposed contingent RDM.

Regarding the cost allocation methods, Mr. Coppola recommended that the
Commission reject DTE'’s proposal to allocate production costs entirely on the basis of
peak demand. Turning to the monthly customer charges proposed by DTE, Mr. Coppola
objected to DTE’s proposed 50% increase in the monthly customer charge for
residential customers, recommending an increase of no more than 25%. He also called
for the Commission to require DTE to provide an evaluation in its next rate case of the
current 17 KWh/day level used as the threshold for increased power supply charges for
residential customers,.

D. MEC/SC/NRDC

The Michigan Environmental Council, the Sierra Club, and the Natural Resources
Defense Council (collectively MEC/SC/NRDC) jointly presented the testimony of two
witnesses, and NRDC alone presented the testimony of an additional witness.

George E. Sansoucy is an engineer and consultant on public utility and energy

issues with his own firm, George E. Sansoucy, P.E., LLC.%® Mr. Sansoucy testified on

39 Mr. Sansoucy’s testimony is transcribed at 5 Tr 1644-1668; his qualifications are set forth at
5 Tr 1645-1647 and his resume is Exhibit MEC-15.
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two issues: the inclusion in revenue requirements of certain costs associated with DTE’s
River Rouge plant, and DTE’s proposed allocation method for production plant.
Regarding the Rouge River plant, he testified that because DTE has decided to retire
Unit 2, which has been on forced outage since July of 2015, it should reevaluate the
economics of continuing to operate Unit 3. Mr. Sansoucy identified the following
reasons for concern. common plant costs would now be allocated entirely to Unit 3;
capacity prices are currently 18% below the prices DTE used in its most recent analysis;
and forecasted market energy prices are 9-12% below the prices used in DTE’s most
recent analysis. Concluding from his review of DTE’s discovery responses that it is not
clear what capital and major maintenance expenditures DTE has included in its
projected test year revenue requirement, Mr. Sansoucy recommended that the
Commission require that all capital and major maintenance expenditures that are not
directly related to an expeditious retirement of the whole plant be excluded from the
revenue requirement used in this case.

Addressing the production cost allocation method, Mr. Sansoucy objected to
DTE’s proposed 4CP 100 allocation of production costs. Based on his review of the
hourly demand by customer class on peak days as well as the NARUC Utility Cost
Allocation Manual, he recommended that the Commission retain the current method or
move to the equivalent peaker method to better match rates to the cost of service.
Mr. Sansoucy presented Exhibits MEC-16 through MEC-36 in support of his testimony.

Douglas B. Jester is a consultant and a principal of 5 Lakes Energy LLC.*° He

testified on issues involving the revenue requirement, cost allocation, and rate design,

40 Mr. Jester’s testimony is transcribed at 5 Tr 1588-1642; his qualifications are set forth at
5 Tr 1589-1591, and in his resume, Exhibit MEC-1.
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and had additional recommendations to the Commission. Mr. Jester recommended that
the Commission reject DTE’s request to recover a return on its COL expenditures. He
also recommended that the Commission defer DTE’s request to include natural gas
plant development expenditures in rate base until it has the opportunity to review a
certificate of necessity application or other proceeding regarding the reasonableness
and prudence of the utility’s plans. Additionally, Mr. Jester recommended that the
Commission condition approval of distribution capital spending on DTE’s preparation of
a reasonable system loss mitigation plan, taking advantage of the AMI capabilities. He
described actions undertaken by several other utilities.

Addressing cost allocation issues, Mr. Jester reviewed DTE'’s fixed monthly
customer charges for residential customers and recommended that the Commission
reject DTE’s method for determining the level of these charges, citing the Commission’s
decision in Case No. U-17767. He testified that fixed charges above the marginal cost
of customer connection and service are not just and reasonable and adversely affect
low-income customers and the general public interest in efficient use of energy.

Mr. Jester also reviewed DTE’s proposals and prior Commission orders involving
time-of-use rates. He testified that DTE did not comply with the Commission’s direction
to offer time-of-use rates to all customers who have had an AMI meter for at least a
year, failing to provide for time-of-use rates for all such commercial and industrial
customers. He further recommended that the Commission approve DTE’s request for
funding for its programmable thermostat program, make Rate Schedule D1.8 the default
schedule for all new residential and secondary commercial customers with a

counterpart for industrial customers, and require notice via bill inserts to customers as
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they become eligible for the time-of-use rate. Mr. Jester also presented Exhibits MEC-2
through MEC-14 in support of his testimony.

NRDC alone presented the direct testimony of Dylan Sullivan, a Senior Scientist
for the NRDC.#! Mr. Sullivan testified regarding DTE’s proposed RDM recommending
that the Commission not approve the proposed mechanism. While he testified that
decoupling removes a utility’s disincentive to support all forms of energy efficiency, he
characterized the company’s proposal as a lost revenue adjustment mechanism and “an
inferior alternative”. He recommended that if the Commission acquires the authority to
adopt an RDM, it should instead implement a “Symmetrical Revenue Decoupling
Mechanism” that would allow DTE to collect exactly the revenue requirement adopted
by the Commission in this case with the option to allow for a variation based on a
change in the number of customers, and the option to allow for a variation based on
inflation. He also recommended a limit of 3% on the size of any adjustment.
Mr. Sullivan presented Exhibits NRDC-2 through NRDC-4 in support of his testimony.

E.  ABATE

ABATE presented the direct testimony of two witnesses. Michael P. Gorman is a
consultant on public utility regulatory issues and Managing Principal for the firm
Brubaker & Associates, Inc.*?> Mr. Gorman presented his recommendation that the
authorized return on equity be set at 9.2%, with a critique of the analysis underlying
DTE'’s requested return on equity of 10.5%. Mr. Gorman testified that DTE’s authorized

returns on equity have been substantially higher than industry averages over the last

41 Mr. Sullivan’s testimony is transcribed at 5 Tr 1670-1679; his qualifications are set forth at
5Tr 1671-1672 and in Mr. Sullivan’s resume, Exhibit NRDC-1.

42 Mr. Gorman’s testimony is transcribed at 6 Tr 1876-1954; his qualifications are set forth at 6 Tr 1878
and 6 Tr 1941-1944.
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three rate cases, while DTE’s credit rating is no stronger and its cost of capital is no
lower than peer companies, with the result instead that DTE’s ability to provide Michigan
customers with competitive utility services has been eroded relative to its regional
peers. Mr. Gorman explained his analyses beginning with a review of the market's
assessment of utility industry risk, credit standing, and stock prices, as well as industry
authorized returns. Mr. Gorman then explained the Discounted Cash Flow, risk
premium, and Capital Asset Pricing Model analyses he performed including his choice
of proxy companies. He also compared key credit rating financial ratios for DTE,
estimated using his recommended return on equity and DTE’s actual capital structure,
to S&P’s benchmark financial ratios. From this analysis he concluded that his
recommended overall rate of return supports DTE’s investment-grade bond rating.
Mr. Gorman presented Exhibits AB-1 through AB-19 in support of his testimony.

James R. Dauphinais is a consultant on public utility regulatory issues and
Managing Principal with Brubaker & Associates, Inc.** Mr. Dauphinais addressed
several issues in his testimony. Regarding DTE’'s revenue requirement, he
recommended that the Commission reject DTE'’s request for a rate of return on the
unamortized balance of its COL costs. He also recommended that the Commission
reject the company’s proposed RDM.

Regarding cost allocations, Mr. Dauphinais testified in support of DTE’s proposed
allocation of production costs. Mr. Dauphinais also recommended several modifications
to DTE'’s proposed rate design. Regarding DTE’s proposed rate design for the Primary

Supply Rate D11, Mr. Dauphinais testified that the voltage level discounts should be

43 Mr. Dauphinais’s testimony, including his rebuttal testimony, is transcribed at 6 Tr 1955-2025; his
qualifications are set forth at 6 Tr 1957-1958 and 6 Tr 2011-2015.
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increased for transmission and subtransmission customers. Regarding Rider 10,
Mr. Dauphinais testified that the proposed administrative charges contain O&M costs
not incurred by Rider 10 customers. And regarding Rider 3, Mr. Dauphinais
recommended reinstating a modified market power supply pricing option. For
customers not taking service under this market power supply pricing option,
Mr. Dauphinais also testified that the monthly reservation and on-peak daily demand
charges should be reduced to avoid subsidization and to be consistent with PURPA
rules for backup and maintenance power. Finally, Mr. Dauphinais recommended revised
language for DTE's Rider EC2 to limit the utility’s control over a determination of the
incremental load that must be considered “full service” load for customers currently
taking choice service, and to provide a mechanism to resolve metering issues. He
testified that his recommendations are consistent with the Commission’s decision in
Case No. U-15801. Mr. Dauphinais presented Exhibits AB-20 through AB-25 in support
of his testimony.

Mr. Gorman and Mr. Dauphinais also presented rebuttal testimony as discussed
below.
F. Walmart

Walmart presented the testimony of Gregory W. Tillman, Senior Manager for
Energy Regulatory Analysis for Wal-Mart Stores, Inc., with 4 exhibits.** He identified
$969 million of Construction Work in Progress (CWIP) in rate base. He recommended
that the Commission exclude CWIP from rate base, characterizing it as a shift of risk

from investors to ratepayers, and presenting additional information in Exhibit GWT-3.

44 Mr. Tillman’s testimony is transcribed at 6 Tr 1727-1745; his qualifications are set forth at
6 Tr 1729-1730 and in his resume, Exhibit GTW-1.
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He also recommended that the Commission reject DTE’'s proposed RDM for
commercial and industrial customers, even if the legislature authorizes the Commission
to adopt an RDM, further proposing modifications. Testifying to the importance of
keeping rates at an affordable level, Mr. Tillman recommended that the Commission
closely examine the revenue requirement and rate of return issues identifying the
inclusion of CWIP, the use of a future test year, and other risk-reducing factors that
should be considered in setting a return on equity. Mr. Tillman presented information
regarding returns on equity set by other regulatory commissions nationwide, citing his
Exhibit GWT-4, and characterizing DTE’s requested rate of return of 10.5% as above
the average for 2013 through the first half of 2016. He also testified that he supports
DTE'’s cost of service study and rate design for the Rate D11 tariff.
G.  Kroger

Kroger presented the testimony of its consultant, Neil Townsend, Principal at
Energy Strategies, LLC, and 3 exhibits.*®> Addressing the revenue requirements for
DTE, Mr. Townsend recommended that the Commission remove inflation from DTE'’s
projected non-labor O&M expenses to avoid reinforcing cost increases, likening the
inflation factors to a “cost cushion”. He testified that this results in a $38 million
reduction to O&M expense as shown in his Exhibit KC-1. Mr. Townsend also
recommended that the Commission reject DTE’s proposed RDM.

Mr. Townsend also testified extensively regarding cost of service and rate design
issues. He testified that he supports DTE’s proposed production cost allocation method

using only a peak-demand allocator measured by four coincident peaks. Regarding

45 Mr. Townsend’s testimony is transcribed at 3 Tr 50-79; his qualifications are set forth at 3 Tr 51-52 and
3 Tr 69-79.
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DTE’'s proposed Rate D11 primary-voltage-level distribution charge however,
Mr. Townsend testified that he does not support DTE’s proposed monthly service
charge. He testified that the DTE should limit the monthly customer charge to costs that
vary directly according to the number of customers with the remaining revenue
recovered through the delivery demand charge. Citing the Commission’s decision in
Case No. U-17767 as rejecting DTE’s method, Mr. Townsend testified that the monthly
customer charge for the primary-voltage-level customers should not exceed $121.

H. Enerqy Michigan

Energy Michigan presented the testimony of independent consultant Alexander J.
Zakem, whose office is in Plymouth Michigan, and 3 exhibits.*® Mr. Zakem testified to
identify and explain DTE proposals affecting choice customers. Mr. Zakem first testified
regarding DTE’s proposed RDM, not objecting to the concept of an RDM, but identifying
several deficiencies he perceives in the utility’s proposal in the absence of authorizing
legislation. He recommended that the Commission defer approval of an RDM to a future
proceeding. Mr. Zakem also addressed the MISO capacity market focusing on DTE’s
reference to projected shortfalls. He testified that MISO’s most recent report shows a
reserve margin deficit of only 0.3 GW, a 1 GW improvement since the 2015 report, and
he testified that additional generation of approximately 3 GW under development in
Zone 7 is not included in the MISO totals. He presented Exhibit EM-2 in support of his
testimony.

Mr. Zakem addressed DTE’s request for funds for economic development

activities, objecting to the request in concept, and also arguing that any such costs

46 Mr. Zakem's testimony is transcribed at 6 Tr 1694-1724; his qualifications are set forth at
6 Tr 1695-1696 and in his resume, Exhibit EM-1.
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should be allocated separately to power supply and distribution components.
Mr. Zakem also recommended that the Commission reject DTE’s proposal to recover
incentive compensation expenses, particularly focusing on the financial metrics, and
further recommending that choice customers should pay only for performance
improvements to the distribution system.

Finally, Mr. Zakem addressed DTE’s proposed tariff revision for the Retalil
Access Service Rider EC2. He recommended alternative language to provide
additional clarification.

l. Residential Customer Group

The RCG presented the testimony of Geoffrey C. Crandall and 6 exhibits.
Mr. Crandall testified regarding the rates, charges, and tariff provisions applicable to the
company’s AMI program, and to offer policy recommendations.*” He testified
specifically regarding the opt-out charges for customers who do not want a transmitting
AMI meter. He objected to DTE’s calculated increase in the one-time assessment to
$69.70 and increase in the monthly fee to $10.63, testifying that DTE has not provided
an adequate basis in its filing to demonstrate the reasonableness of the opt-out
charges. Mr. Crandall reviewed information presented by DTE regarding the savings
from the AMI program and the number of customers choosing to opt out and
emphasized the magnitude of customer opposition to the company’s program. He
recommended that the Commission require a review updated analysis of the cost
elements that were used to set the original charges as well as a prudency review.

Mr. Crandall recommended that the opt-out charges be set at $0, citing the AMI cost

47 Mr. Crandall’s testimony is transcribed at 6 Tr 1750-1766; his qualifications are set forth at
6 Tr 1751-1752 and in his resume, Exhibit RCG-1.
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savings to support his conclusion that there is no compelling economic reason to
continue to assess the special fees. Mr. Crandall also addressed certain elements of
DTE’s implementation of its AMI meter program contending that DTE’s procedures
should include clear notice and customer consent. He also offered as an alternative to
the $0 charge that charges would be eliminated for those customers who choose to
read their own meters. He reviewed AMI implementations from other states and
Mr. Crandall recommended a revision to a tariff provision addressing DTE access to
customer premises that he characterized as inappropriate and lacking in adequate
customer protections, presenting his proposed revision in Exhibit RCG-3.

Mr. Crandall also addressed an amortization expense included in DTE'’s case
testifying that DTE should not recover costs associated with taxes paid to the City of
Detroit in years prior to the projected test year, although he acknowledged that the
Commission approved this treatment in Case No. U-17767.

J. Rebuttal

DTE, Staff, and ABATE presented rebuttal testimony. DTE witnesses provided
rebuttal testimony addressing the rate base, rate of return, adjusted net operating
income, accounting, and rate design. Regarding rate base, Mr. Warren addressed the
non-nuclear generating plant issues, presenting Exhibit A-31 as a rebuttal exhibit.
Mr. Colonnello provided rebuttal testimony addressing Mr. Coppola’s recommended
nuclear capital expense reductions, presenting Exhibit A-27. Ms. Dimitry provided
rebuttal addressing renewable energy capital expenditures, energy bridges, and the
Fermi 3 Combined Operating License expenses. She presented Exhibit A-29.

Mr. Whitman testified in support of DTE’s proposed capital spending for distribution
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operations addressing recommendations made by Mr. Mazuchowski, Mr. Coppola, and
Mr. Jester. He presented Exhibit A-28. Ms. Uzenski's rebuttal addressed
recommendations regarding projected capital expenses for Information Technology and
for facilities expenses within the Corporate Support Group and regarding the company’s
requested regulatory asset treatment for certain tree-trimming expenses. Ms. Uzenski
also addressed Mr. Coppola’s recommended adjustment to the balance of accrued
Other Post Retirement Benefits (OPEB) in working capital, Mr. Tillman’s
recommendation to exclude CWIP from rate base, and Mr. Coppola’s calculation of a
revised rate base incorporating his recommended adjustments.

Dr. Vilbert provided rebuttal testimony regarding the authorized return on equity,
addressing the methods and inputs used by the other analysts, and responding to
certain critiques of his analysis. He also presented Exhibit A-34.

Turning to adjusted net operating income, Mr. Leuker provided rebuttal testimony
regarding the revenue forecast in response to Mr. Coppola’s recommended adjustment
and regarding the use of inflation in response to Mr. Townsend’s recommendations. He
presented Exhibit A-26. Mr. Whitman’s rebuttal testimony also addressed DTE’s
distribution operations expense projections in response to Mr. Derkos’s and
Mr. Coppola’s recommendations. Ms. Uzenksi’s rebuttal testimony also addressed the
use of inflation, adjustments to advertising and property insurance expenses
recommended by the Attorney General and Staff withesses, and the normalization of
PERC expenses proposed by Staff withess Ms. Shi. Mr. Colonnello’s rebuttal testimony
also addressed Ms. Shi's recommendation to normalize these expenses. Ms. Uzenski

presented Exhibit A-30 in support of her rebuttal testimony on capital and O&M
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expenses. Mr. Wuepper’s rebuttal testimony focused on Staff, the Attorney General,
and Energy Michigan recommendations regarding DTE’s incentive compensation
expenses. He presented Exhibit A-32. Mr. Heaphy provided rebuttal testimony
addressing Staff's recommended adjustment to property tax and addressing
Mr. Crandall's recommendation regarding the Detroit municipal tax rate change. His
rebuttal exhibit is Exhibit A-31. Mr. Sitkauskas also provided rebuttal testimony
addressing Staff's recommended reporting metrics for AMI and addressing
Mr. Crandall’s testimony regarding DTE’s tariff.

Regarding rate design, Mr. Johnston testified in rebuttal to Mr. Revere identifying
three changes to his recommendations regarding lighting rate design and presenting
Exhibit A-35. Mr. Lacey addressed criticisms of the cost study that formed the basis for
DTE’s proposed monthly customer charges in his rebuttal. He addressed Mr. Putnam’s
testimony regarding the allocation of uncollectible expense and Mr. Zakem’s testimony
regarding incentive expense. He also presented Exhibit A-36. Mr. Bloch’s rebuttal
testimony addressed Mr. Dauphinais’s and Mr. Townsend’s testimony regarding Rate
D11, Mr. Zakem’'s testimony regarding Rate EC2, and Mr. Jester's testimony
recommended time-of-use rate offerings to commercial and industrial primary,
subtransmission, and transmission customers.

Staff presented the rebuttal testimony of three witnesses. Mr. Matthews
presented rebuttal testimony in response to Mr. Coppola’s recommendations regarding
DTE’s demand-side management capital expense projection. Mr. Isakson’s rebuttal
testimony addressed Mr. Dauphinais’s recommendations regarding voltage level

discounts for Rate D11, the RCG’s testimony regarding opt-out rates for AMI, and

U-18014
Page 39



MEC/SC/NRDC's testimony regarding Rate D1.8 (Residential Dynamic Peak Pricing).
Mr. Revere’s rebuttal testimony addressed Mr. Dauphinais’ recommendations regarding
Rider 3.

ABATE presented the rebuttal testimony of two witnesses. Mr. Dauphinais
provided rebuttal testimony to Staff regarding its rate design recommendations for Rate
D11, along with Exhibit AB-26, and Mr. Gorman provided rebuttal testimony to Staff,
taking issue with Staff's recommended rate of return on equity.

K. Overview

The parties generally take positions consistent with the recommendations of their
witnesses. As noted above, in its brief and reply brief, DTE adopts certain adjustments
resulting in a reduced revenue requirement calculation. In their briefs, the Attorney
General and MEC/SC/NRDC also adopt certain recommendations made by Staff. The
Detroit Public Schools did not make an evidentiary presentation, but in their brief, review
the history or rate increases for educational institutions arguing that “radical swings” in
costs and cost allocations to Rates D3.2 and D6.2 have not been supported on the
evidentiary record. They argue that the Commission should grant only the lowest
revenue deficiency supported by the evidence and thus should not increase these rates
more than the average increase for the secondary and primary rate classes.

The positions of the parties are discussed in greater detail below. Section Il
below addresses the legal standards applicable to this case. Section IV discusses
choice of test year to be used in setting rates. Section V addresses the rate base,
including the appropriate net plant and working capital amounts. Section VI addresses

the rate of return, including the appropriate capital structure to use in setting rates and
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the individual cost elements to use in determining the overall cost of capital. Section ViIi
addresses the test year adjusted net operating income including the sales and revenue
projections and the O&M and other expense projections. Section VIl discusses other
revenue requirements-related issues. Section IX summarizes the revenue requirement
analysis. Section X addresses the cost of service studies and cost allocation issues
raised by the parties. Section XI addresses rate design.

The testimony of each of the witnesses and the arguments of the parties are
discussed in more detail below, in conjunction with the positions of the parties.

1.

LEGAL STANDARDS

Before addressing the disputes among the parties regarding revenue
requirements, cost allocation, rate design, and other matters, it is appropriate to review
certain legal issues. It is axiomatic that the Commission is required to set rates that are
just and reasonable. Ratemaking is essentially a legislative function, and the
Commission is not bound by any particular method or formula in exercising this
legislative function. The Commission is required to balance the interests of the public
utility and the consuming public.

DTE begins its brief with a discussion of the legal standards applicable to rate
cases. Most of DTE’s argument is not controversial. Addressing the burden of proof,
however, DTE contends that the Commission should apply what has been labeled as
the “substantial evidence” test:

The Michigan Constitution requires the Commission’s findings to “be

supported by competent, material and substantial evidence on the whole
record.” Const 1963, Art 6, § 28. Expert testimony is “substantial” only if it
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is offered by a qualified expert who has an informed and rational basis for
his or her view, even if other experts disagree. Great Lakes Steel v Public
Service Comm, 130 Mich App 470, 481; 334 NW2d 321 (1983). Therefore,
substantial evidence is evidence “that a reasoning mind would accept as
sufficient to support a conclusion.” Monroe v State Employees’ Retirement
Sys, 293 Mich App 594, 607; 809 Nw2d 453 (2011). However,
“substantial evidence is ‘more than a mere scintilla’ but less than a
‘preponderance’ of the evidence.” Huron Behavioral Health v Dep’t of
Behavioral Health, 293 Mich App 491, 497; 813 NwW2d 763 (2011). Thus,
the applicable standard of proof for purposes of determining whether the
Company’s proposals or recommendations are reasonable and prudent is
the “substantial evidence” standard, which is a lighter standard than even
the “preponderance of the evidence” standard, which itself is a lighter
standard than the “beyond a reasonable doubt” standard that is only
applicable to criminal proceedings. For the reasons discussed below, DTE
Electric’s proposals and recommendations in this case more than satisfy
the “substantial evidence” standard as demonstrated by the record.*®

The Attorney General takes issue with DTE’s claim that it should prevail if it
presents “substantial evidence” in support of its recommendations, rather than
expecting the Commission to weigh the evidence and find facts in accordance with the
preponderance of the evidence. In his reply brief, the Attorney General argues:

As noted in the Attorney General’s Initial Brief, DTE bears the burden of
proof to demonstrate that its rate increase request is reasonable. The
obligation of proving any fact lies upon the party who substantially asserts
the affirmative of the issue. A plaintiff always has the burden of proving its
cause of action. In administrative cases, a party seeking relief must prove
his, her, or its claim by a preponderance of the evidence. Likewise, in
MPSC Cases, a utility has the burden of proof by a preponderance of the
evidence. Moreover, the MPSC may disbelieve even uncontradicted
evidence. When the burden of proving a fact falls on one party, then the
other party does not have the burden of proving the opposite fact. This is
further supported by our Supreme Court which recently explained that an
administrative agency'’s findings of fact are similar to a trial court’s findings
of fact which similarly uses a preponderance of evidence standard. See
SBC Mich v PSC (In re Complaint of Rovas), 482 Mich 90, 100-101
(2008).

Accordingly, DTE’s claim that it only needs to provide a scintilla of
evidence to support its rate increase request is inaccurate. (DTE Initial
Brief, pp 11-12.) Although the standard of review on appeal for a

48 See DTE brief, pages 11-12 (footnotes omitted, emphasis added).
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Commission decision is competent, material, and substantial evidence on
the whole record, that is not the burden of proof standard for DTE in order
to support its $345 million rate increase request. Interestingly, DTE argues
for a scintilla of evidence for its own proposals but appears to argue for a
higher burden of proof for intervenors that challenge DTE’s proposals.
(DTE Initial Brief, pp 11-12.) It is, however, entirely appropriate for an
intervenor to argue that DTE has not presented sufficient evidence to
support its burden of proof for a project as wells as for the Commission to
find that DTE has not presented sufficient proofs for some project or
proposal. See In matter of the application of Consumers Energy Company
for authority to increase its rates for the generation and distribution of
electricity and for other relief, June 7, 2012 MPSC Order, U-16794 p 13
(stating that “if the utility realistically expects inclusion of the total projected
costs, it must supply the Commission with enough evidence to support a
finding that the costs are just and reasonable — in the absence of
thorough, detailed, and meaningful evidence, the Commission’s hands are
tied.)*°

The Attorney General’'s analysis on this issue is correct. The “substantial
evidence” test is actually a standard of judicial review and not the standard the
Commission must apply in making findings of fact. Instead, in making findings of fact,
the Commission must weigh conflicting evidence and determine what is true by a
“preponderance” of the evidence. That is, the Commission must apply what has been
labeled the “preponderance” standard. If the Commission does this, then reviewing
courts will not substitute their judgment for the Commission’s judgment, but will defer to
the Commission’s findings of fact if those findings are supported by “substantial
evidence.” The judicial review for “substantial evidence” is a called a deferential
standard of review because the reviewing court does not itself weigh conflicting
evidence, and has explained that a finding of fact by the Commission will be upheld if it

is supported by any competent evidence that is “more than a scintilla”.

49 See Attorney General reply brief, pages 1-2.
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This distinction has been explained in many judicial decisions. For example, in
Antrim Resources v Public Service Commission, the Court explained the distinction
between the standard of judicial review and the Commission’s obligation to make
determinations based on a preponderance standard as follows:

The standard of judicial review of a decision of the PSC is whether that

decision is lawful and supported by competent, material and substantial

evidence on the whole record. Const. 1963, art. 6, 8§ 28. It is for the PSC

to weigh conflicting opinion testimony of the qualified (“competent”)

experts to determine how the evidence preponderated.>®
The Commission has also long recognized that the party with the burden of proof must
meet the preponderance-of-the-evidence standard. In its March 11, 1986 order
addressing a complaint filed by the Association of Businesses Advocating Tariff Equity
(ABATE) challenging a proposed refund of pipeline credits, the Commission explained:

[As] the complainant, ABATE bears the burden of proof and unless it

prevails the status quo will continue in effect, just as a plaintiff in a court

cannot demand a judgment in its favor merely because it puts in some
evidence and the defendant remains silent. The burden of proof

requirement. The plaintiff's, and ABATE’s evidence must persuade by a

preponderance of the evidence.>!

It is understandable that persons or parties not familiar with the basic principles
of administrative law would find this distinction confusing. But because it is fundamental

to an appreciation of the different roles of the Commission and reviewing courts, and

because DTE has advanced this same argument in other proceedings, this PFD

50 See Antrim Resources v Public Service Commission, 179 Mich App 603, 620-621 (1989) (emphasis
added). Also see, Department of Community Health v Anderson, 299 Mich App 591, 598 (2013)
(“Although the agency was required to prove its case by a preponderance of the evidence in the
proceedings below. . . appellate review does not entail a determination de novo whether this standard
was satisfied.”)

51 See, March 11, 1986 order, Case Nos. U-7076 and U-7218, page 4. Also see, e.g., In the matter of the
application of Consumers Power Company for a reconciliation of power supply costs and revenues for
calendar year 1988, September 14, 1990 order, Case No. U-8866-R (“[The] Commission finds that
Consumers Energy has proven by a preponderance of the evidence that its failure to discover the
defective weld to the steam generator tube plug was not the result of negligence or mismanagement.”)
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recommends that the Commission take the time and effort to clarify this important
distinction. There is no legal presumption that findings of fact should be made in the
utility’s favor if there is conflicting evidence. If the Commission were to accept DTE’s
invitation to rule in the utility’s favor whenever substantial evidence supports the utility’s
position, the Commission would not be performing the legally-required weighing and
sifting of evidence and would be committing legal error.5? Instead, as discussed above,
the ALJ and the Commission must determine how the evidence preponderates to
resolve the disputed issues. Thus, this PFD applies the preponderance of the evidence
standard in resolving disputed issues of fact.

In addition, DTE makes some generalized claims regarding its constitutional
rights in responding to several arguments raised in this case. For example, in its reply
brief, DTE argues it has constitutional protections against “takings” and “confiscatory
rates” and “is entitled to rates that provide a corresponding recovery for infrastructure
investments that provide safe and reliable service to its customers.” 53 DTE then argues
that a matter of fundamental ratemaking law, it is entitled to a commensurate return of
and on its investment in providing utility service.>* DTE properly cites Federal Power
Comm v Hope Natural Gas Co, 320 US 591 (1944) and Bluefield Waterworks
Improvement Co v Public Service Commission of West Virginia, 262 US 679 (1923) in
this context, because these are considered seminal cases in which the Court explained
the return that is required, as discussed in section VI below.

In the context in which DTE cites these cases, however, is important to note that

the Commission has broad discretion in determining the appropriate amount of

52 See, e.g., Aquilina v General Motors Corp, 403 Mich 206 (1978).
53 See DTE brief, page 13 at n 28.
54 See DTE brief, page 14, at n 29.
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investment on which a return will be computed. The Michigan Supreme Court has long
recognized this principle. In 1920, discussing the authority of the Commission’s
predecessor agency, the Michigan Railroad Commission, the Court explained:

On matters involving the exercise of good common sense and judgment
only, the determination of the commission must be held to be final unless
such determination in its application results in the establishment by ‘clear
and convincing’ proof of a rate so low as to be confiscatory or so high as
to be oppressive. What return a public utility shall be entitled to earn upon
its invested capital and what items shall be considered as properly going
to make up the sum total of that invested capital are questions of fact for
the determination of the commission, and their conclusions thereon, upon
which the rate is based, are unassailable unless, as a necessary result, it
can be affirmatively asserted that the resultant rate is unreasonable and
unlawful.

Between the point where a rate may be said to be so low as to be
confiscatory and the point where it must be said to be so high as to be
oppressive upon the public there is a ‘twilight zone’ within which the
judgment of the commission may operate without judicial interference.
Assume that the commission, in determining the amount of the capital
invested, allows as an element of the sum an amount which the court, if
charged with the initial duty of determination, might find to be excessive or
inadequate, or assume that the commission, in the exercise of its best
judgment, permitted a rate of return upon the invested capital higher or
lower than the court, under like circumstances, might believe to be proper;
nevertheless the court would not be warranted in interfering unless the
rate, as established, was clearly unreasonable and unlawful.>®

In the Hope case, the United States Supreme Court explicitly held:
“[1t is not theory but the impact of the rate order which counts. If the total
effect of the rate order cannot be said to be unreasonable, judicial inquiry
. Is at an end. The fact that the method employed to reach that result
may contain infirmities is not then important.” 56
The Supreme Court has more recently affirmed this principle in Duquesne Light

Co v Barasch, 488 US 299 (1989), holding that a Pennsylvania statute that excluded

plant from an electric utility's rate base that was not in use and useful did not result in an

55 See City of Detroit v Michigan R.R. Comm'n, 209 Mich 395, 433—34 (1920).
56 Fed Power Comm'n v Hope Nat Gas Co, 320 US 591, 602 (1944)
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unconstitutional taking of the utility's property where the overall rate was within
constitutional requirements. Similarly, in Verizon Commc'ns, Inc v FCC, 535 US 467
(2002), the Court held that the FCC’s use of the non-traditional Total Element Long-Run
Incremental Cost (TELRIC) method did not raise constitutional concerns. The Verizon
Court explained:

At the outset, it is well to understand that the incumbent carriers do not
present the portent of a constitutional taking claim in the way that is usual
in ratemaking cases. They do not argue that any particular, actual TELRIC
rate is “so unjust as to be confiscatory,” that is, as threatening an
incumbent's “financial integrity.” Duquesne Light Co [488 US at 307, 312] .

This want of any rate to be reviewed is significant, given that this Court
has never considered a taking challenge on a ratesetting methodology
without being presented with specific rate orders alleged to be
confiscatory. See, e.g., Duquesne Light Co [488 US at 303-304] (denial of
$3.5 million and $15.4 million increases to rate bases of electric utilities);
Smyth v Ames, [169 US 361, 470-476 (1898)] (Nebraska carrier-rate tariff
schedule alleged to effect a taking). Granted, the Court has never strictly
held that a utility must have rates in hand before it can claim that the
adoption of a new method of setting rates will necessarily produce an
unconstitutional taking, but that has been the implication of much the
Court has said. See Hope Natural Gas Co [320 US 591, 602] (“The fact
that the method employed to reach [just and reasonable rates] may
contain infirmities is not ... important”); Natural Gas Pipeline Co [315 US
575, 586 (1942)] (“The Constitution does not bind rate-making bodies to
the service of any single formula or combination of formulas”); [Los
Angeles Gas & Elec Corp v Railroad Comm'n of Cal, 289 US 287, 305
(2933)] (“[M]indful of its distinctive function in the enforcement of
constitutional rights, the Court has refused to be bound by any artificial
rule or formula which changed conditions might upset”). Undeniably, then,
the general rule is that any question about the constitutionality of
ratesetting is raised by rates, not methods.®’

Thus, in the absence of any issue rising to the level of a constitutional concern, this PFD
looks to past Commission decisions addressing various rate case elements for

guidance in determining how to resolve disputes among the parties.

5"Verizon Commc'ns, Inc v FCC, 535 US 467, 523-25 (2002).
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V.
TEST YEAR

A test year is used to establish representative levels of revenues, expenses, rate
base, and capital structure for use in the rate-setting formula. The parties and the
Commission may use different methods in establishing values for these components,
provided that the end result is a determination of just and reasonable rates for the
company and its customers. DTE filed its rate application using the projected test year
August 1, 2016 to July 31, 2017, and its application further indicates that it in presenting
projections for this test year, it has used the 2014 historical test year adjusted for known
and measurable changes.®® While some parties dispute various components of the
company’s projections and rely in part on more recent information, no party proposed
using a different projected test year to set rates. Thus, this PFD recommends that the
Commission adopt the August 1, 2016 to July 31, 2017 test year, also referred to in this
PFD as the 2016-2017 test year.

V.
RATE BASE

Rate base consists of the capital invested in used and useful utility plant, plus the
utility’s working capital requirements, less accumulated depreciation. DTE presented
testimony on its projected capital expenditures broken down into the following
categories: non-nuclear production plant (including steam, hydraulic, other, and MERC),
nuclear plant (including nuclear fuel), distribution operations, community lighting,
corporate staff, automated metering infrastructure (AMI), renewables and demand-side

management. Also, the company’s filing includes in working capital projected licensing

58See DTE's Application, pages 2-3, paragraph 8.
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expenses for a potential Fermi 3 nuclear plant to the beginning of the 2016-2017 test
year.

The disputes among the parties involve several of the company’s projected
capital additions for the test year, which are addressed in connection with Net Plant in
section A below. Disputes involving the appropriate working capital balance, including
disputes regarding the treatment of the Fermi 3 licensing expenses (COL), certain non-
qualifying benefit plans, the Detroit Investment Fund, DTE’s request for a regulatory
asset for certain tree trimming expenses, the treatment of certain obsolete inventory,
and other adjustments recommended by the Attorney General, are discussed in section
B, while issues related to accumulated depreciation are discussed in section C. In its
recent decision setting rates for Upper Peninsula Power Company in Case No.
U-17895, the Commission cited a portion of its order from Case No. U-15768 in
explaining the utility’s obligation to support its rate base projections:

Section 6a(1) of Act 286, MCL 460.6a(1), provides that a utility “may use

projected costs and revenues for a future consecutive 12-month period” to

develop its requested rates and charges. As the Commission has
discussed previously:

In a case where a utility decides to base its filing on a fully projected test

year, the utility bears the burden to substantiate its projections. Given the

time constraints under Act 286, all evidence (or sources of evidence) in

support of the company’s projections should be included in the company’s

initial filing. If the Staff or intervenors find insufficient support for some of

the utility’'s projections they may endeavor to validate the company’s

projection through discovery and audit requests. If the utility cannot or will

not provide sufficient support for a particular revenue or expense item

(particularly for an item that substantially deviates from the historical data)

the Staff, intervenors, or the Commission may choose an alternative
method for determining the projection.>®

59 See September 8, 2016 order in Case No. U-17895, page 4, citing January 11, 2010 order in Case No.
U-15768 et al., pages 9-10.
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A. Net Plant

Net plant is comprised of total utility plant-in-service, plant held for future use,
and construction work in progress (CWIP), less the depreciation reserve. Because
Walmart objects to the inclusion of CWIP in rate base and because a discussion of
CWIP provides some background for other issues involving net plant, Walmart's
arguments are discussed in section 1 below followed by a discussion in sections 2
through 10 of the each of the categories of capital expenditures as presented by DTE in
Exhibit A-9, Schedule B6.

1. Construction Work in Progress (CWIP)

Walmart argues that the Commission should no longer include CWIP in rate
base. Citing DTE’s Exhibit A-9, Schedule B1, Mr. Tillman testified that DTE proposes to
include $969 million in CWIP in rate base and explained his objections to this
ratemaking treatment:

Including CWIP in rate base results in charges to ratepayers for assets
that are not yet “used and useful in providing electric service. Under the
Company’s proposal, ratepayers will pay for assets prior to receiving any
benefits from those assets. This violates the matching principle (i.e.
customers should bear a cost only when they are receiving a
corresponding benefit).%0

He further objected:

[llncluding CWIP in rate base shifts risk onto ratepayers that, traditionally,
is assumed by utility investors. Investors are compensated for bearing
this risk through the authorization of a return on the investment and the
value of financing the construction once the asset is placed in service.
Including CWIP in rate base places the risk on the utility’s customers who
receive no current benefit for the use of their money. Second, if the
Company encounters problems during the construction of the plant
resulting in stoppage of the construction, non-completion of the project,
and/or a substantial delay in the project’s completion, ratepayers have no

60 See 6 Tr 1735.
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recourse for recovering or mitigating the cost of financing the asset’s
construction.5?

Mr. Tillman estimated the revenue requirement associated with DTE’s projected CWIP
balance at approximately $90 million. He recommended that the Commission exclude
CWIP from rate base, and in the alternative, recommended that the Commission reflect
the reduced risk to the company in its authorized return on equity.®?

Ms. Uzenski provided rebuttal testimony on this topic:

CWIP is included in this rate filing as required by the Commission’s May
10, 1976 Order in Case No. U-4771. Second, CWIP that is not related to
environmental projects accrues an Allowance for Funds Used During
Construction (AFUDC) based on the Commission authorized return on
rate base. (This applies to projects exceeding $50,000 and under
construction for at least six months.) The AFUDC included in CWIP is
credited to the income statement in both the historical and projected
periods. See Exhibit A-10, Schedule C1, line 12. This increase to income
is reflected in this case as a reduction to the revenue requirement. Thus,
for AFUDC eligible CWIP, other than related to environmental projects, the
net revenue requirement is effectively zero.63

Dr. Vilbert also provided extensive rebuttal testimony on this topic, characterizing
recovery through rate base or through the accumulation of AFUDC as a question of
timing:

CWIP that is not included in rate base earns a return based upon the
Allowance for Funds Used During Construction (*fAFUDC”). The AFUDC
rate is often set at either the allowed cost of capital for the company . . . or
at the cost of debt. AFUDC does not result in current cash flow, but is
instead added to the CWIP balance. When the investment is completed
and placed in service, the accumulated AFUDC is capitalized as part of
the cost of investment. In contrast, when CWIP is included in rate base, it
earns a current return equal to the regulatory [weighted average cost of
capital]; it does not earn AFUDC. This provides the utility current cash flow
on an investment not yet in service.%

61 See 6 Tr 1736.

62 See 6 Tr 1736-1737 and Exhibit GWT-3.
63 See 4 Tr 868-869.

64 See 6 Tr 677.
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And he explained:

However, even though the total (undiscounted) dollars paid by customers
for capitalized AFUDC are higher, since DTE Electric’'s AFUDC rate is
equal to the regulatory [weighted average cost of capital], the present
value of the two streams of payments will be the same, resulting in no net
impact to customers.°

Dr. Vilbert also identified what he perceived to be benefits from allowing a utility to
recover construction work in progress, flowing from the accelerated cash flow, and
dismissed Mr. Tillman’s concerns to match ratepayer costs for utility plant to the benefits
from that utility plant:
First, it is impossible to match precisely customers’ payments for assets
and receipt of the services from those assets. The customers of all utilities
change over time. Some departing customers will have paid for assets
from which they will not receive service, and arriving customers will
receive benefits from assets for which they did not pay. However, as noted
above, for those customers remaining in the service territory, the present
value of the total payments made is identical whether CWIP is in the rate
base or not. The timing varies but the present value does not. Second,
any issues stemming from an asset that is not completed can be
addressed in a subsequent rate proceeding. The possibility that an
investment may not be completed is not a reason to deny CWIP in rate
base.%6
In its brief and in its reply brief, DTE cites both Dr. Vilbert’'s testimony and Ms. Uzenski’s
testimony.®’
In its brief, Walmart emphasized Mr. Tillman’s testimony that $969 million of
CWIP in rate base results in a revenue requirement of $90.7 million. It argues that DTE
provided no justification in its filing for this treatment. It also emphasizes Mr. Tillman’s

concerns that costs should be matched to the customers benefitting from the service

and that including CWIP in rate base shifts risks to ratepayers traditionally assumed by

65 See 4 Tr 677-678.
66 See 4 Tr 678.
67 See DTE brief, pages 29-30, DTE reply brief, pages 19-20.
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the utility. Walmart cites Dr. Vilbert's testimony as an acknowledgement that including
CWIP in rate base charges customers for investment that is not “used and useful.”®®
Walmart also disputes Dr. Vilbert's characterization of the dispute as a “timing issue”
and disputes his claim that CWIP in rate base protects customers from rate shock.%°

In its reply brief, Walmart acknowledges that the treatment of CWIP in rate base
is “a higher technical and somewhat arcane topic . . . further obscured by differences in
treatment from state to state.”’® Addressing Ms. Uzenski's rebuttal testimony, Walmart
notes that rate case filing requirements mandating DTE'’s disclosure of CWIP do not
ensure that DTE will recover those amounts from customers, and provides citations to
the Commission’s orders in Case No. U-4771, the case in which the Commission
adopted the rate case filing requirements. Walmart also discusses the Commission’s
order in Case No. U-5281, arguing that DTE’s position in that case favored including
CWIP in rate base with no AFUDC offset, which the Commission rejected, and that DTE
takes the same position in this case. Walmart finds the exception for environmental
pollution controls that the Commission adopted in Case No. U-5281 to be reasonable
and consistent with the matching principle articulated by Mr. Tillman.”*

This issue also arose in DTE's last rate case, Case No. U-17767. The
Commission reaffirmed its use of CWIP in that case, with an AFUDC offset for
non-environmental construction work in progress, noting that no party filed exceptions to

the Administrative Law Judge’s recommendation in that case.’?

68 See Walmart brief, page 10.

69 See Walmart brief, pages 10-12.

70 See Walmatrt reply brief, page 2.

71 See Walmart reply brief, pages 4-6.

72 See December 11, 2015 order, Case No. U-17767, page 36.
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A review of Walmart’'s arguments indicates that it does not fully appreciate the
significance of Ms. Uzenski’'s testimony. She made clear that for non-environmental
CWIP the AFUDC offset protects ratepayers from any current impact on rates. Walmart
does not directly address the AFUDC offset, which as Ms. Uzenski explained,
eliminates any rate impact to present customers. The category of CWIP that is allowed
to be included in rates for current customers is the environmental category, but as noted
above, Walmart indicates that it does not object to this treatment. Although Dr. Vilbert
identified what he perceives to be the benefits to including CWIP in rate base without an
AFUDC offset,”® DTE does not actually argue for a change in the Commission’s current
policy that only CWIP related to environmental projects can be included in rate base
without an AFUDC offset, i.e. only environmental-related CWIP can be recovered from
ratepayers before the plant is placed in service. Instead, in addressing Walmart’'s
arguments, DTE cites the Commission’s prior orders in Case Nos. U-4771, U-5281, and
U-15244 as consistent with its own position.

For these reasons, this PFD does not find any basis to recommend to the
Commission that it revise its longstanding rate case treatment of CWIP. Nonetheless,
Walmart’'s apparent confusion on this issue is understandable. It is difficult to determine
on this record what DTE has included in its CWIP balances, making it difficult to
ascertain how certain expenses are being treated for ratemaking purposes. This
concern is also discussed below in connection with certain rate case projections. DTE
argues that it is required to include CWIP in its rate case filing, but this PFD
recommends that the Commission require DTE to provide additional detail regarding its

historical CWIP balances and CWIP projections. The information provided on this

3See 4 Tr677-678
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record states only totals and lacks meaningful information as to what projects are
driving the differences in CWIP and AFUDC amounts from the historic to the projected
test year.”

2. Production Plant (lines 1-4 of Exhibit A-9, Schedule B6)

As shown in Exhibit A-9 Schedules B6 and B6.1, DTE projects capital
expenditures for non-nuclear production plant (including steam, hydraulic, and “other”
production plant) totaling approximately $1.2 billion from the end of the 2014 historical
test year through the projected 2016-2017 test year. Testimony in support of DTE’s
projection was presented primarily by Mr. Warren, with additional testimony from
Mr. Stanczak and Ms. Uzenski.

Staff and the Attorney General recommend excluding contingency spending as
discussed in section a below; MEC/SC/NRDC recommend that the Commission exclude
projected capital expenditures associated with River Rouge Unit 3 operations as
discussed in section b below; the Attorney General also recommends an adjustment to
DTE’s total projected routine capital expenditures as discussed in section ¢ below; and
the Attorney General and MEC/SC/NRDC recommend that the Commission deny DTE’s
request to include projected spending for one or more new natural-gas-fired plants as
discussed in section d below.

a. Contingency Spending

Staff and the Attorney General both recommend excluding contingency amounts

totaling $7.6 million from DTE’s projected production plant capital expenditures. Staff

relies on Ms. Simpson’s testimony, which explained the basis for Staff's $7.6 million

74 See, e.g., Exhibit A-9, Schedules B1 and B2 and Exhibit A-10, Schedules C1 and C11; Uzenski,
4 Tr 836-837.
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adjustment to this category of expense. Staff views contingency spending as uncertain
to occur, and uncertain in amount. In addition, Staff maintains that including
contingency amounts in rate base may dampen incentives for cost control and will shift
the risk associated with the cost projections onto ratepayers by providing for a return on
and of an investment that may not be made within the test year, or ever.”> Staff also
cites the Commission’s recent orders in Case Nos. U-17735 and U-17767, each
concluding that including contingency amounts in projected rate base is not sound
ratemaking.’®

The Attorney General agrees with Staff that the contingency estimates should be
excluded from rate base. Mr. Coppola’s testimony recommended that the contingency
projections be excluded from production plant as well as from capital expense
projections in other expense categories discussed below.”” The Attorney General
likewise cites the recent Commission decisions cited by Staff.

DTE presented rebuttal testimony on this issue. Mr. Warren testified that
“contingency” amounts are included in the initial forecast for some large projects “in
case cost increases are experienced due to unforeseen circumstances.””® He
explained:

As engineering is completed, as firm material quotes are received, and as

early construction work progresses, those contingency levels are reduced

as the contingency is either consumed due to emerging issues or
redirected to other new work.”®

75 See 5 Tr 1557, Staff brief, pages 20-22.

76 See November 19, 2015 order, Case No. U-17735, page 11; December 11, 2015 order, Case No.
U-17767, page 19.

77 See 6 Tr 1806-1807. The Attorney General has identified a total of $18.1 million in contingency
included in DTE's capital expenses projections; each component of the Attorney General’s proposed
adjustment is addressed separately below in the context of the relevant expense category.

78 See 3 Tr 156.

7 See 3 Tr 156-157.
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He testified that all budgeted funds will be invested in projects that benefit customers.
Mr. Colonnello also testified on the topic of contingency spending, in the context of
nuclear power capital expense projections, contending that it is unreasonable to expect
perfect foresight with regard to such matters, so it is necessary to maintain contingency
reserves to cover these highly probably events of uncertain scope.®! DTE cites this
testimony in its briefs on this issue.®? DTE further argues that characterizing
contingency funding as speculative fails to acknowledge that contingency funds are
routinely required to complete individual projects, arguing contingency funds are “part of
a project’'s total budged cost that is expected to be incurred but which cannot be
specifically identified when the project budget is first established.”®?

Staff addressed DTE'’s rebuttal testimony in its initial brief, arguing that any
additional work the company asserts it will perform with unspent contingency
allowances cannot be reviewed in this case and is thus too speculative to be considered
just and reasonable.®* Staff also emphasized that by excluding such contingent
expense projections, Staff is not precluding the company from recovering actual
contingency expenditures in rate base in a future case, should the money be spent.
Staff's reply brief also addresses DTE’s claim that it should recover a projected
contingency allowance because contingency funds are a normal part of budgeting:

In its initial brief, DTE Electric argued that Staff “neglectfed] to

acknowledge that contingency funds are routinely required to complete

individual projects.” (DTE Electric’s Initial Brief, p 38.) However, just

because contingency funds are a normal part of budgeting, that does not
mean that these expenses are appropriate for recovery in rates before the

80 See 3 Tr 157.

81 See Colonnello, 5 Tr 1278-1279.

82 See DTE brief, page 38; reply brief, pages 30-34.
83 See DTE's reply brief, page 30.

84 See Staff brief, pages 21-22.
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nature of the expenses is known. The Company’s own argument
underlines this point. DTE Electric states that “[a]s engineering is
completed, as firm material quotes are received, and as early construction
work progresses, those contingency levels are reduced as the
contingency is either consumed due to emerging issues or redirected to
other new work.” (Id.) By definition, “emerging issues” and “other new
work” are unknown expenses.

The Company should not earn depreciation and return on undefined

speculative spending needs; dollars that may even remain unspent. As

Staff argued in the Company’s last rate case, the uncertainty about these

projected expenditures inhibits Staff’s ability to ensure that the Company’s

costs are just and reasonable.8®

In its reply brief, DTE argues that Staff “appears to misperceive the contingency
portion of a project as extra funding.” It argues:

Instead, contingency is part of a project’s total budgeted cost that is

expected to be incurred, but which cannot be specifically identified when

the project budget is first established. Staff's proposal would be

counterproductive because contingency costs are real project costs.

Reducing project funding by excluding contingency would not reduce

project costs; instead it would require reducing the project scope (to the

reduced funding level) or cutting other projects (to fund the whole cost of

the project).86
Recognizing Staff’'s argument that that reasonable and prudent costs can be included
in rate base in future cases, DTE then asserts: “Thus, only a narrow question
remains—essentially how much proof does DTE Electric need to recover its costs now
instead of later.”8’

This PFD concludes that Staff and the Attorney General have correctly analyzed
the appropriate ratemaking treatment for contingency spending. The Commission has

made clear that projected contingency capital expenditures are not appropriate for

inclusion in the projected rate base used for setting rates:

85 See Staff reply brief, page 7.
86 See DTE reply brief page 30.
87 DTE reply brief, pages 30-31.
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The Commission agrees with the ALJ, the intervenors, and the Staff that

the $4.1 million in air quality related contingency costs should be

excluded, because, while contingency planning is an acceptable

budgetary strategy, it is not appropriate for ratemaking. See, the

November 19, 2015 order in Case No. U-17735. As the Staff correctly

notes, contingency budgeting is speculative, and shifts all of the risk

associated with that item onto ratepayers, allowing for a return of and on

an investment that may never be made.88

DTE has provided no basis to reconsider the Commission’s recent
determinations on this issue in Case Nos. U-17735 and U-17767. Indeed, DTE does not
address the Commission’s prior decisions on this issue. DTE’s claim that projected
contingency amounts are “real costs” is not credible and is contradicted by the
testimony of its own witnesses that if the money is not spent on a particular project, it
will be spend on something else. As Staff argues, should actual capital costs be higher
than projected, as long as they are reasonable and prudent expenditures, DTE will be
able to include those expenditures in its rate base in future years and future rate cases.

b. River Rouge Units 2 and 3

Following its February 2016 filing in this case, DTE decided to shut down River
Rouge Unit 2 after an extended outage. DTE did not amend its filing to expressly
address the shutdown, and did not even amend Mr. Warren’s testimony and exhibits

discussing DTE’s plans for the unit.8% As discussed below, in its briefs in this case DTE

acknowledged the need to exclude from its rate request in this case the O&M costs

88 See December 11, 2015 order, Case No. U-17767, page 19.

89 See, e.g., Warren, 3 Tr 132 (“The nine tier 2 coal units (St Clair 1-4, 6&7, River Rouge 2&3 and
Trenton Channel 9) are receiving 15% of the total investments which is directed towards their routine
capitalized maintenance while 17% is being directed total towards their non-routine environmental
requirements. It should be noted that maintenance must still be performed on the tier 2 plants to ensure
that they operate safety and with reasonable reliability during their sunset years.”); Tr 146 (“During the
projected test year running from August 1, 2016 and ending July 31, 2017, the Company will execute
nine periodic maintenance outages on Belle River Unit 2, Greenwood, St Clair Units 3, 4 and 7, River
Rouge Unit 2, Trenton Channel Unit 9 and Monroe Units 2 and 4. As in the historic period, short
duration unit tune-up outages will also be completed on the St Clair, Belle River, River Rouge, Trenton
Channel and Monroe Units to optimize continuing performance.”)
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projected for River Rouge Unit 2. But instead of providing affirmative testimony revising
its cost projections, DTE relies on a discovery response provided to MEC/SC/NRDC,
which they introduced as Exhibit MEC-33, as the basis for its revised capital expense
projections.®® As this discovery response to MEC/SC/NRDC indicated, DTE plans to
“redirect” projected capital expenditures for River Rouge Unit 2 to other capital
projections.

Mr. Sansoucy provided the only narrative testimony explaining the events leading
to the shutdown of River Rouge Unit 2. Mr. Sansoucy cited testimony by DTE witness
Michael Banks in DTE’s 2015 PSCR reconciliation case indicating that River Rouge Unit
2 had been on forced outage since July of 2015 due to a likely crack in its turbine rotor,
and that DTE had informed MISO that the unit will be retired on June 30, 2016, as
shown in Exhibit MEC-28.91 He recommended that the Commission exclude projected
capital costs for River Rouge Unit 3 until DTE establishes that it will be cost-effective to
continue to operate this unit given the shut-down of River Rouge Unit 2.

Mr. Sansoucy explained that DTE conducted a cost-benefit analysis prior to
making the determination to retire River Rouge Unit 2 and concluded that the “Net
Present Value Revenue Requirement” (NPVRR) of repairing Unit 2 would be greater
than retiring it.2 He explained his concern that DTE had not also analyzed the
economics of continuing to operate River Rouge Unit 3:

Because DTE’s own 2015 Net Present Value analyses of River Rouge — if

updated with current information — would very likely show that early

retirement of Unit 3 is more economic than continued operation of that unit

by itself, | recommend that the Commission deny projected test year
common plant expenditures not related to retiring the plant; or at a

90 See Warren, 3 Tr 155.
91 See 5 Tr 1661.
92 See 5 Tr 1661-1662.
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minimum put DTE on notice that the Commission will likely deny approval

of capital or major maintenance expenditures not related to retiring Unit 3

as soon as possible.%

He cited a discovery response indicating that DTE had analyzed the economics of
operating both units in July and August of 2015, prior to the Unit 2 failure. He also cited
a discovery response from DTE indicating that DTE had not evaluated the economics of
continuing to operate River Rouge Unit 3 given the retirement of Unit 2, presented in his
Exhibit MEC-31.

Mr. Sansoucy explained three reasons for his opinion that such an analysis
would show the economics of continuing to operate Unit 3 are not favorable, including
common plant costs that can no longer be shared with Unit 2, market capacity prices
18% below those used in DTE'’s pre-failure analysis of the economics of operating both
units, and forecast market energy prices 9-12% below those used in that prior
analysis.* He provided additional information regarding the assumptions DTE used in
its analysis of the economics of operating River Rouge Unit 2 in his Exhibit MEC-32 and
MEC-33.

Mr. Sansoucy testified that by no longer sharing common costs with Unit 2, Unit 3
would need to absorb approximately $4-8 million additional annual O&M costs and an
additional $1.5 million common annual capital costs.®® He also presented charts
showing the difference in capacity and energy prices used in DTE’s pre-failure analyses
and the prices used in its recent analysis of the economics of continuing to operate Unit

2.9 He referenced Mr. Warren’s discovery response indicating that no capital projects

935 Tr 1648-1649.

94 See 5 Tr 1662-1663.
9% See 5 Tr 1665.

% See 5 Tr 1665-1666.
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are planned for Unit 3 that are expected to cost over $1 million and indicating total
projected capital maintenance costs of $1.6 million in 2016 and 1.1 million for the first
seven months of 2017.° He recommended that the Commission deny the inclusion in
rate base of any and all common plant capital or major maintenance expenditures on
the plant that are not directly related to an expeditious retirement of the whole plant:
“DTE has not shown that continuing to spend ratepayer money on Unit 3 is an economic
course of action, and there is substantial evidence that indicates it is not an economic
course of action.”®®

In rebuttal, Mr. Warren testified regarding DTE’s planned capital expenditures:

While no project individually reached the $1 million threshold in 2016 or

2017 for the River Rouge Power Plant, there are capital expenditures that

are required at River Rouge associated with the continued operation of the

plant. These expenditures are mainly related to routine replacements of

pumps, motors, valves, and control system components. These

replacements are required for safety, environmental compliance and other

routine maintenance activities and do not represent new significant capital

investments as stated by Witness Sansoucy. These routine component

replacements are capitalized and not expensed in line with established

accounting policy.%®
DTE cites Mr. Warren’s rebuttal testimony in its brief, explaining that DTE does not
propose to spend more than $1 million on any single maintenance project for Rouge
River Unit 3, although it plans to spend more than $1 million total in both 2016 and

2017. In its reply brief, DTE further argues that it is speculative to conclude that

continued operation of River Rouge Unit 3 is uneconomical for customers. DTE also

97 See 5 Tr 1667.
9% See 5 Tr 1667.
99 See 3 Tr 155-156.
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argues that MISO approval is required to shut down the unit, and contends there is
considerable uncertainty regarding the availability and cost of future capacity.1°

In their briefs, MEC/SC/NRDC argue that the Commission should exclude
projected capital expenses for River Rouge Unit 3 of $1.7 million in 2016 and $1.1
million for the first seven months of 2017, as shown in Exhibit MEC-33, and apprise
DTE that all capital and major maintenance expenses not related to retiring the plant will
be disallowed.'°* They argue that DTE did not dispute Mr. Sansoucy’s testimony
regarding the expected result of an economic analysis of continuing to operate Unit 3
given that common plant costs previously shared between the units will now be borne
by Unit 3 alone, and capacity and energy price forecasts are now below the level used
in DTE’s last economic analysis. MEC/SC/NRDC also cite DTE'’s revised O&M cost
projections for Unit 3, shown in Exhibit MEC-33, arguing that DTE has assigned
significantly more than half the total O&M cost previously associated with operating both
units.1%2 MEC/SC/NRDC argue that DTE has the duty to present evidence in support of
its requested rate increase and has the burden to establish by a preponderance of the
evidence that its projected costs and rates are just and reasonable, and that DTE has
not met these requirements.103

This PFD finds that DTE has not performed an analysis of the continued
economics of operating River Rouge Unit 3 in light of the shutdown of River Rouge
Unit 2. Without such an analysis, the reasonableness and prudence of DTE’s projected

capital expenditures cannot be evaluated. While DTE is correct that MISO approval is

100 See 3 Tr 155-156; also see DTE brief, pages 37-38, DTE reply brief, pages 28-30.
101 See MEC/SC/NRDC brief, pages 3-11.

102 See MEC/SC/NRDC brief, page 7.

103 See MEC/SC/NRDC brief, page 9.
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required before the unit can be shut down, a reasonable analysis is the clear predicate
to a determination whether that MISO approval should be sought. Clearly, DTE has the
tools to perform such an analysis as shown by the several NPVRR analyses it has
performed at other key decision points. On this basis, this PFD finds that it is not
appropriate for ratepayers to fund capital expenditures for River Rouge Unit 3 in
advance of DTE incurring such costs. Instead, DTE should be prepared to support the
reasonableness and prudence of any capital expenditures on this plant that it seeks to
include in rate base in its next rate case. While the amount of the projected
expenditures are relatively small, the principle that DTE bears the burden to establish
the reasonableness and prudence of projected capital expenditures, as well as the
certainty of the expenditures, is an important principle. Here, DTE did not even bother
to amend its case to address this significant change and certainly did not meet its
burden of persuading the Commission that the projected expenses are appropriate for
inclusion in rate base. In addition to excluding projected capital costs for River Rouge
Unit 3 from rate base in this case, this PFD recommends that the Commission
admonish DTE that its testimony and exhibits are expected to be accurate when
introduced into evidence and it cannot rely on other parties to fill in gaps or correct its
errors.
c. Routine Capital Expenditures

The Attorney General recommends excluding a total of $12.1 million associated
with “routine” capital expenditures to maintain the generating units. Mr. Coppola
testified that DTE is projecting an increase of $192.5 million in routine capital

expenditures, which he characterized as a significant increase from recent years. He
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presented 2013 through 2015 expenditures in his Exhibit AG-18, showing an average
expenditure of $180.4 million. He also testified that DTE’s projections for the first seven
months of 2017, if extrapolated to a full year, would only be $181.2 million. Focusing on
the 44 projects projected to cost over $1 million, Mr. Coppola testified that the average
cost of these projects is greater than in prior years and he characterized the estimates
as “ball-park” estimates not “specifically determined and reliable.” On this basis, he
recommended that the routine maintenance capital expenses projected for 2016 be
reduced from $192.5 million to the most-recent three-year average spending level of
$180.4 million, a reduction of $12.1 million.1%4

In rebuttal, Mr. Warren testified that DTE’s routine maintenance expenses vary
from year to year, and for 2016 DTE’s projected expenses include a major periodic
outage for the Monroe plant in both 2015 and 2016, with a cost estimate for the 2015
outage for Unit 3 of $50.2 million and a cost estimate for the 2016 outage for Unit 4 of
$71.7 million. He testified that this difference alone exceeds the average $12.1 million
difference Mr. Coppola observed between 2016 projected expenditures and the 2013
through 2015 expense levels.1% DTE relies on Mr. Warren’s testimony in its brief and
reply brief on this issue.1%®

The Attorney General argued in his brief that the Commission should make this
adjustment, but the Attorney General does not acknowledge Mr. Warren’s rebuttal
testimony or address the impact of the 2016 Monroe Unit 4 planned outage.®’

Because the Attorney General does not dispute Mr. Warren’s testimony regarding the

104 See 6 Tr 1812-1814.

105 See 3 Tr 157-158.

106 See DTE brief, pages 38-39.

107 See Attorney General brief, see pages 38-39.
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projected expense for Monroe Unit 4, this PFD recommends that the Commission reject
the Attorney General's proposed adjustment in this category. In making this
recommendation, this PFD notes that contingency amounts have already been
excluded from the company’s projections, as discussed above, as well as River Rouge
Unit 3 projected capital expenditures, and further, Mr. Warren’s testimony providing
expenditures for routine maintenance linked to planned outages are reviewed by the
company’s Fossil Generation Capital Governance Board (CGB).1% This PFD finds that
DTE has established that it has reliable plans for routine maintenance of its generating
units, and with the exception of the River Rouge adjustments recommended above, its
non-contingency projected expenditures are reasonable and prudent maintenance
activities.
d. New Build

The Attorney General and MEC/SC/NRDC recommend excluding proposed
spending related to DTE’s potential construction of one or more new natural gas plants.
Mr. Warren testified regarding DTE’s plans as follows:

Starting in 2020, Fossil Generation is tentatively forecasting the

retirements of multiple coal fired faciliies and the addition of new

combined cycle and simple cycle gas turbine units. No formal approvals

have been obtained for these additional unit retirements, nor for

procuring/building additional new generation units; therefore, specific

details on these options is not available at this time. 199

Mr. Warren’s testimony in support of DTE’s request to include proposed capital

expenditures of $13.2 million in rate base was limited to this statement and the following

108 See 3 Tr 104-16, DTE brief, page 36 at n 43 (“The Company’s capital expenditure approval process is
a rigorous capital spending and approval process that is designed to identify the optimal allocation of
capital resources to meet safety and environmental regulations, while maintaining overall Fossil
Generation reliability performance and reducing costs.”)

109 See 3 Tr 96.
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comments on two lines of his Schedule B6.1. Regarding line 3 of Schedule B6.1,
page 1, he testified:

Line 3 Non-Routine Steam Power includes capital expenditures such as
site closure and required equipment modifications related to retired power
generation assets, engineering associated with planned build of new gas
fuel generation assets and other land improvement projects such as
expansion of the Greenwood Energy Center cooling water system.!10

Regarding line 5 of Schedule B6.1, page 2, he testified:

Line 5 New Build is a $13.2 million project covering early stages of
engineering technology selection, permitting, and site evaluations for
potential future construction of new natural gas fueled generating units. !

Mr. Stanczak also testified: “As supported by Company Witness Mr. Warren, DTE
Electric is tentatively forecasting the retirements of multiple coal fired power plants and
the addition of new combined cycle and simple cycle gas turbine facilities starting in
2020."112

Mr. Coppola explained his recommendation that the Commission exclude these
projected expenditures from rate base:

In response to various discovery request from the AG, Staff and other
parties to the case, the company has divulged that it is still in the study
phase of potential construction of new generation plants and could not
provide any details as to timing of construction, location, size of facilities,
estimate cost or economics of the projects being considered. In other
words, the Company has no basis to justify the expenditures being
incurred and whether or not they will lead to the construction or acquisition
of productive assets. Without more certainty that the effort will lead to
plant additions that are used and useful, the Company’s proposal fails the
basic test of inclusion of the proposed expenditures in rate base for
recovery of depreciation and a return on the rate base additions.13

110 See 3 Tr 109.
111 See 3 Tr 113.
112 See 4 Tr 1096.
113 See 6 Tr 1814.
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Mr. Jester also presented testimony on this issue, recommending that the Commission
defer a determination of both “return of” and “return on” the natural gas plant
development costs to the CON case or other regulatory filing that DTE plans to make in
support of the project. First, he testified that the CON process is a specific proceeding
available by statute to address recovery of these costs, and second, he testified:

[Illn combination with the Fermi 3 request, DTE is asking the Commission
to approve rate base treatment of capital expenditures on two types [of]
generating assets that represent alternative long-term generation resource
plans that are inconsistent with each other. DTE’s long-term plan included
Fermi 3 and no combined cycle gas units, until Fermi 3 was taken out and
combined cycle gas units were added. Mr. Paul's testimony from the
PSCR plan case quoted above indicates that the Fermi 3 and combined
cycle gas are alternatives to each other. Exhibit MEC-11 states at page 9
that “If natural gas prices and/or costs of CO2 abatement rise, the
economics of a nuclear investment could become favorable when
compared to NGCC for baseload generation.” DTE customers should not
be placed in the position of paying both the costs of and a return on
expenditures for planning and permitting mutually inconsistent generation
facilities, without any specific limit on the amount of the expenditures or
the time frame in which expenditures can continue to be made before the
merits of the projects are determined through the statutory process
created for that purpose.**

Although Staff has not addressed this issue in its briefs, Ms. Simpson testified
that Staff supported including the proposed new build expenditures. She presented a
discovery response from the company as part of her Exhibit S-13 that indicates that
DTE at least planned at the time of its response to treat these expenditures as
Construction Work in Progress (CWIP): “All of the costs above are or will be recorded
in FERC Uniform System of Accounts Construction Work-in-Progress (107).”
Consistent with that discovery response, Mr. Krause testified as follows:

Q. Does Staff agree with the accounting treatment for new gas build?

114 See 5 Tr 1640.
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A. The new build is recorded in Construction Work in Progress (CWIP)

with an appropriate amount of Allowance for Funds Used During

Construction (AFUDC) offset. Staff agrees that this treatment is

appropriate. 1>

Notwithstanding Staff's understanding that these projected expenditures were
treated as Construction Work in Progress with an AFUDC offset, DTE objected to the
Attorney General's and MEC/SC/NRDC’s recommendations, arguing that it should
recover the cost of these projected expenditures in current rates. In his rebuttal
testimony, Mr. Warren responded that Mr. Jester's recommendation to defer recovery of
these projected expenses should be given no weight.'1® He asserted that Mr. Jester did
not understand that the purpose of the new build expenditures is to determine details
such as the location of a new plant and to support a complex Certificate of Necessity
application meeting the requirements outlined in the Commission’s December 23, 2008
order in Case No. U-15896.11" Mr. Warren also testified:

[A]n investment to prepare for the extensive requirements laid out by the

MPSC in its CON process in both timely and required. Additionally, with

expectations that a new combined cycle gas turbine generating plant will

have an investment cost approaching $1 billion it is prudent that a 1%

early investment is required to answer the myriad of topics required by the

CON process and to help the Company evaluate the best investment

decisions on behalf of our customers.”118

In its briefs, DTE relies on Mr. Warren’s rebuttal testimony.''® In its reply brief,
DTE further responds that MEC/SC/NRDC’s arguments would require it to have the

results of the study before it has conducted the study. Neither Mr. Warren in his

testimony nor DTE in its briefs addressed Mr. Jester’s concern that the proposed natural

115 See 5 Tr 1489.

116 See 3 Tr 154.

117 See 3 Tr 152-154.

118 See 3 Tr 159.

119 See DTE brief, page 37.
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gas plant(s) are inconsistent with the pending Fermi 3 license. Neither Mr. Warren nor
DTE refuted Mr. Coppola’s or Mr. Jester’'s claim that DTE was proposing to collect a
return on and a return of these projected expenditures from current customers, which
would be incorrect if DTE were treating these projected expenditures as CWIP with an
AFUDC offset. As discussed above, Ms. Uzenski explained clearly that CWIP with an
AFUDC offset does not impact current ratepayers.

Arguing that the authority granted in 2008 PA 286 does not diminish the
Commission’s ratemaking authority in this case, DTE acknowledges it is asking the
Commission to ignore the “used and useful” test, citing several cases predating 2008
PA 286 to show that the Commission is not bound to apply any particular formula or
using any particular method in settings rates.'?® DTE argues: “The relatively small costs
to get answers to numerous initial issues, and to help the company evaluate the best
investment decisions on behalf of its customers, are reasonable and prudent” as
discussed in Mr. Warren'’s testimony.*?!

In their brief, MEC/SC/NRDC cite Mr. Jester’s and Mr. Coppola’s testimony, and
present several reasons why the Commission should not provide rate base treatment
for these preliminary expenditures.'?? First, they argue that DTE has not established
that the proposed expenditures will be reasonable and prudent, also citing discovery
responses in Exhibits MEC-13 and MEC-14. Second, they argue that DTE’s proposed
rate base treatment is an end-run around the Certificate of Necessity process provided

in 2008 PA 286, MCL 460.6s, and may exceed the Commission’s authority in light of

120 See DTE reply brief, page 28, and n24, citing ABATE v Public Service Comm, 208 Mich App 248,
258-59 (1994); Detroit Edison Co v Public Service Comm, 127 Mich App 499, 524 (1983), and
Residential Ratepayer Consortium v Public Service Comm, 239 Mich App 1, 6 (1999).

121 See DTE reply brief, page 27.

122 See MEC/NRDC/SC brief, pages 21-28.
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that statute. They note that MCL 460.6s expressly provides for the recovery of siting
and licensing costs, and that DTE has indicated that it plans to seek a Certificate of
Necessity for the plant as early as early as 2017. Third, MEC/SC/NRDC reference
DTE’s requested cost recovery for Fermi 3 licensing expenses, arguing that DTE has
indicated that a new gas plant would be an alternative to building the Fermi 3 nuclear
plant, thus making the company’s requested cost recovery for both projects
inconsistent. MEC/SC/NRDC take issue with Mr. Warren’s testimony that it is
reasonable for ratepayers to pay 1% of the projected cost of a new plant before its
location, size, and other basic information have been presented. In addition,
MEC/SC/NRDC argue that confusion arose over DTE'’s requests to recover the Fermi 3
licensing expenses and that it would be best for the Commission for prudential reasons
to await the company’s filing of a Certificate of Necessity application and the creation of
an evidentiary record in that case:

Fermi 3 provides a cautionary tale. DTE filed its first request to recover

initial planning costs for the Fermi 3 facility in 2007. The Commission has

now issued five orders related to Fermi 3 costs AS discussed above, DTE

has spent over $100 million to date on that project (and growing), and

there is still no timeline to make a build decision. Rather than following

the Fermi 3 model for cost recovery by piecemeal consideration in rate

cases, the Commission should instruct the company to follow the

alternative process specifically created by the Legislature to address new

generation construction project costs.

First, this PFD agrees with MEC/SC/NRDC and the Attorney General that DTE
has not supported the reasonableness and prudence of its proposed expenditures. The

discovery responses to interrogatories seeking detailed information regarding the

proposed expenditures were not adequate to permit proper evaluation by the parties, as
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Mr. Coppola and Mr. Jester testified. In Exhibit MEC-13, asked to provide the “stage or
status of planning”, DTE responded:

DTE Electric is in the study phase of a project to build a new facility(ies) to

support future generation needs of our customers. Current efforts include

alternative technology studies, technical specification development,
request for proposal development, siting studies and environmental
studies.*??
Asked to “describe in detail the expenditures projected for the test year,” DTE
responded:

The projected expenditures consist of incremental costs associated with

the study phase of project to build a new facility(s) including, but not

necessarily limited to, alternative technology studies, technical

specification development, request for proposal development, siting
studies, environmental studies, increment project management, owner’'s
engineer, and corporate overheads.'?*

DTE’s response to Staff's request for information, contained in Exhibit S-13,
Schedule S-13.4, was not significantly more expansive; it breaks down the projected
costs into the categories supplied by Staff, but does not explain what is included in any
cost category or how the identified cost was determined. The cost categories included:
reporting costs for benchmarking, community outreach, EPRI studies, IRP and
contracting support, owners engineer, RFP and contracting support, siting study,
technical specification and development, consulting and contracted services, project
management, corporate overhead and AFUDC, and contingency. Of the total of $12.5
million in non-contingency amounts shown on the exhibit, $1.9 million is identified as
“Corporate Overhead and AFUDC.” DTE’s response also indicated as follows:

The following services have been contracted including: benchmarking,

EPRI studies (EPRI contracted), IRP and contracting support, siting study,
technical specification development. Contracted Services shown in

123 See Exhibit MEC-13, page 5.
124 See Exhibit MEC-13, page 6 (emphasis added).
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STDE1.3 is a summary of all the above line items, except Project
Management, Corporate Overheads and AFUDC.

All of the costs above are or will be recorded in FERC Uniform System of
Accounts Construction Work-in-Progress (107).

DTE did not provide any specific contract amounts, did not provide a contract for review,
and did identify the first steps it would take if provided with ratepayer funding. DTE has
not explained why it believes that it will progress to siting and community relations
issues, for example, regarding a proposal that it has no understanding yet whether it will
be economically feasible, and whether it will build one or multiple plants, among other
unanswered questions. Under cross-examination from the Attorney General,
Mr. Warren appeared to agree that he did not provide support for the $13.2 million
expenditure in his direct testimony, pointing instead to his rebuttal testimony.?®
Additionally, consistent with the discussion in section 1 above, DTE’s filing does not
contain sufficient information do determine whether the projected expenditures for this
category are treated as CWIP with an AFUDC offset, as DTE told Staff it would account
for the transaction, or included in rate base without an AFUDC offset, consistent with
DTE’s claim that it should be able to recover its projected capital engineering and
planning costs from current customers.

This PFD also finds no reason to overturn or revise the usual ratemaking
presumption that capital costs are included in rate base when they reflect investments
that are used and useful in providing service to customers. If DTE simply follows the
CWIP accounting outlined in its discovery response to Staff, it can seek recovery
through a Certificate of Necessity under MCL 460.6s, or when it puts a new plant or

plants in service. Note, too, that the Commission has provided for recovery of

125 See 3 Tr 171.
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engineering expenses when a utility has decided to cancel construction of a plant.1?6
Although DTE correctly cites a line of cases indicating that the Commission has broad
authority to provide for the recovery of investments that are not used and useful, the
courts have not addressed MEC/SC/NRDC’s claim that MCL 460.6s limits the
Commission’s authority to provide for the advance recovery of construction costs that
are eligible for a Certificate of Necessity, when no Certificate has been granted.
Without resolving this legal question, for the reasons stated above, this PFD
recommends that the Commission exclude the additional $13 million in projected
expenditures for the new build evaluation.

3. MERC/Fuel Supply (line 5 of Exhibit A-9, Schedule B6)

Mr. Milo presented testimony supporting DTE’s projected capital spending for
DTE’'s Fuel Supply operations and for the Midwest Energy Resources Company
(MERC), as shown in line 5 of Schedule B6 of Exhibit A-9 and in Schedule B6.8 of
Exhibit A-9. The Attorney General's recommended contingency adjustment excluded
$.333 million in contingency spending DTE projected for this category, as shown in
Exhibit AG-15. Mr. Milo did not provide testimony explicitly addressing this contingency
amount, and DTE does not address it outside the context of its general arguments
regarding contingency spending discussed in section 2 above.'?” In its reply brief, DTE
indicates that it does not believe there are any issues related to this expense
category.??® For the reasons discussed above, this PFD concludes that the Attorney
General's recommendation is reasonable and consistent with the Commission’s

decisions in Case Nos. U-17767 and U-17735 and should be adopted. DTE’s

126 See June 7, 2012 order, Case No. U-16794, pages 36-37.
127 See DTE brief, pages 68-69.
128 See DTE reply brief, page 53.
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arguments generally supporting the recovery of contingency projections are not
persuasive.

4. Nuclear Plant Capital Expenditures (line 6 of Exhibit A-9, Schedule B6)

Mr. Colonnello presented DTE’s testimony in support of its capital expense
projections for Fermi 2, reflected in line 6 of Schedule B6 of Exhibit A-9, with additional
detail presented in Schedule B6.2 of that exhibit. The Attorney General proposed two
reductions to the capital expense projections, as discussed in sections a and b below.

a. Contingency

The Attorney General identified $4.480 million in “contingency” spending in
DTE’s capital expense budget projections for Fermi 2, as shown in Exhibit AG-15, and
recommended that these amounts be excluded. Mr. Coppola’s testimony on this topic
was discussed in section 2 above. Mr. Colonnello also provided rebuttal on this issue,
providing his opinion that the likelihood DTE will use the projected contingency
expenditures is not low, and he believes there is “a high likelihood for unforeseen
project risks.”*?® Mr. Colonnello identified the types of “emergent conditions” that can
arise during a year, due to inspections or new regulations, and testified: “Since it is
unreasonable to expect perfect foresight of the exact outcome of such inspections or
emerging regulations, it is necessary to maintain contingency reserves to cover a highly
probably event with an uncertain scope.”'3° DTE reiterates this in its brief.13! This PFD
finds that the Attorney General’'s recommendation is consistent with the Commission’s
prior orders in Case Nos. U-17767 and U-17735, and should be adopted.

Mr. Colonnello’s rebuttal testimony on this point does not establish that the contingency

129 See 5 Tr 1278.
130 See 5 Tr 1279.
131 See DTE brief, pages 43-44.
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amount will be spent on the specific projects identified, and does not establish when it
will be spent.
b. Refueling Outage Maintenance

The Attorney General also recommends another adjustment to projected capital
spending for Fermi 2 maintenance. Reviewing the capital expenditures in this category,
as shown in Mr. Colonnello’s Schedule B6.2 of Exhibit A-9, Mr. Coppola testified that
the projected routine maintenance expenses for 2017 seem out of line with historical
expenditures. He testified that DTE'’s response to discovery seeking an explanation of
projected expenditures for “Main Turbine Refurbishment” (lines 16 and 10 of Schedule
B6.2) and “Undervessel Replacement” (line 12 of Schedule B6.2) stated that the
expenditures were designed for the 2018 refueling outage. He presented the response
as Exhibit AG-24. Testifying that the company did not provide an explanation why it
included the expenses in rates so far in advance of the refueling outage, he
recommended that the Commission limit the 2017 expenditures included in test year
rates to the projected expenditures for 2016. The resulting adjustment reduces forecast
nuclear operations capital expenditures by $24.7 million.132

In his rebuttal testimony, Mr. Colonnello took issue with Mr. Coppola’s method of
annualizing DTE’s projected expenditures for the first seven months of 2017 to derive a
projected expenditure for the entirety of 2017.13% He testified that the timing of the
capital expenditures is more predominant in the first half of the year because the

refueling outage is scheduled for the spring of 2017. Mr. Colonnello then testified that

132 See 6 Tr 1826-1828.
133 See 5 Tr 1273-1274.
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Mr. Coppola had misread a portion of his discovery response regarding the turbine
refurbishment projects:

As stated on lines 10-12 on page 59 of Witness Coppola’s testimony,
Witness Coppola misinterpreted the response provided by the Company
to AGDE-2.74a by concluding that all of the expenditures for the Main
Turbine Refurbishment projects align only with the fall 2018 refueling
outage and makes no mention of the spring 2017 refueling outage during
which the work also occurs. Based on his misinterpretation, Witness
Coppola appears to mistakenly believe that all of the expenditures are
outside of the test year.

* % %

The response clearly states that two of the three low pressure turbines are
timed for the spring 2017 refueling outage. | have included the Company’s
response to AGDE-2.74a as Exhibit A-27, Schedule Q2 to this rebuttal
testimony. 134

Regarding the undervessel replacement, however, Mr. Colonnello acknowledged that
his initial discovery response was incorrect:

Q. With regard to the Undervessel Replacement, upon what basis has
Witness Coppola concluded that these expenditures will not likely occur
until after the projected test year period in this case?

A. Witness Coppola, apparently, reviewed the response provided by the
Company to AGDE-2.74b and concluded the expenditures for
Undervessel Replacements are outside of the test year.

Q. To be clear, when are the Undervessel Replacement expenditures as
noted by Witness Coppola going to occur?

A. The work is going to occur in the spring of 2017 during refueling outage
18. The initial response to AGDE-2.74b was prepared by me and I
mistakenly noted the timing of these expenditures for 2018 instead of
refueling outage 18 which will take place in spring 2017. | have included
the Company’'s revised response to AGDE-2.74b as Exhibit A-27,
Schedule Q3 to this rebuttal testimony.3°

Although the Attorney General quotes Mr. Coppola’s testimony in his brief,

neither in his brief nor in his reply brief does he discuss Mr. Colonnello’s rebuttal

134 See 5 Tr 1275.
135 See 5 Tr 1276 (emphasis added).
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testimony or address his rebuttal exhibit.!3® On this basis, recognizing that
Mr. Colonnello provided a corrected discovery response as shown in Exhibit A-27
regarding the undervessel replacement expenses, although he had initially provided
incorrect information to the Attorney General regarding the timing of the expenses, this
PFD finds that Mr. Colonnello satisfactorily addressed Mr. Coppola’s concern regarding
the timing of the routine maintenance expenses associated with the refueling outage
planned for the spring of 2017, and recommends that the Commission reject the
Attorney General's $24.7 million reduction in capital spending for the two turbine
refurbishments and the undervessel replacement.

5. Distribution System (line 7 of Exhibit A-9, schedule B6)

This section addresses DTE’s projected capital expenditures for distribution
operations without consideration of tree trimming expenses, which are discussed
separately below. Mr. Whitman presented testimony in support of DTE’s projected
$1.3 billion in capital expenditures for 2015 through the end of the projected test year.
Mr. Whitman described the Distributions Operations organization at DTE, and testified
to DTE's commitment to providing safe, reliable and affordable power. Regarding its
capital expense projections, he testified:

In addition to inflationary pressures, failures associated with DTEE’s aging

infrastructure, growth in customer connections and the increased need for

distribution asset relocations are all requiring capital funds. If capital
funding remains stagnant with the increased demands on capital
associated with aging infrastructure, connecting customers and

relocations, reliability will continue to degrade from already unacceptable
levels. 137

136 See, e.g. Attorney General's brief, pages 45-46.
137 See 3 Tr 283.
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He provided the following context to his testimony:

DTEE is at a crossroads. DTEE’s reliability is degrading and consistently

ranks in the fourth quartile among peer utilities with respect to standard

measures of reliability. Reactive work in response to tree related outages

and the Company’s aging electric system coupled with increasing demand

for customer connections and relocation activities is placing

unprecedented demand on resources. 38
Mr. Whitman’s Schedule B6.3 presents DTE’s capital projections through the 2016-2017
test year, and he provided an overview of these expenditures in “Part VII” of his
testimony.3°

Staff and the Attorney General recommended adjustments to these expense
projections that are difficult to compare since these parties take different approaches to
formulating their recommendations for this category of expense. MEC/SC/NRDC also
made a recommendation relating to this capital expense category. In the discussion
that follows, Staff's recommendation is discussed in section a, the Attorney General’s
recommendations are discussed in section b, and MEC/SC/NRDC’s recommendation is
discussed in section c. Although this PFD makes findings in each section, concluding
recommendations for the Commission are presented in section d.

a. Staff's Recommendation

Staff recommends an adjustment to DTE’s total projected spending in this
category that would provide for a 10% annual increase in the level of capital spending
for 2016 and 2017. Mr. Mazuchowski reviewed DTE’s total distribution system capital
expenditures from 2012 through 2015 and its projections for 2016 and 2017 presenting

a comparison in Exhibit S-9, Schedule 9.3. He also presented DTE’s capital expense

projections from Case No. U-17767, and testified that DTE did not spend as much in

138 See 3 Tr 284.
139 See 3 Tr 338-344.
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2015 or 2016 as it projected in that case. In Mr. Mazuchowski’'s opinion, DTE’s
projected increases of 18% for calendar year 2016 and 8% for 2017 are unreasonably
high. He testified that although DTE has significantly increased its capital spending for
several years, reliability should have improved but has not.1*0 He testified that DTE's
proposed capital spending also does not show any corresponding O&M savings that
one would expect to occur from the increase in capital spending.'** Mr. Mazuchowski
compared DTE’s spending levels, capital and O&M, to the per-customer spending levels
of other utilities, and he compared DTE’s performance statistics, as shown in Exhibit
S-9, Schedule 9.4. He testified that DTE’s proposed capital spending is approximately
5% lower than the average of seven utilities with over 1 million customers each.4?
Mr. Mazuchowski recommended that the Commission allow for an increase of 10% over
2015 levels for 2016 and an additional increase of 10% for 2017 capital spending.
Mr. Gerken testified that Staff’'s adjustment results in a $39.2 million reduction to DTE’s
proposed rate base plant in service.143

In rebuttal, Mr. Whitman testified that DTE has spent more than it forecast and
more than the Commission approved in each of the last four years, presenting Exhibit
A-28, Schedule R3 to support his testimony.1#4 He testified that not enough time has
elapsed to determine if positive reliability improvements are occurring.'*® Correcting a
figure in an earlier version of Staff's Exhibit S-9, Schedule 9.3, Mr. Whitman disagreed

with Staff’'s recommended capital expense amounts, arguing that the fact that DTE has

140 See 5 Tr 1513-1514.
141 See 5 Tr 1514-1515.
142 See 5 Tr 1515-1516.
143 See 5 Tr 1476.

144 See 3 Tr 366-367.
145 See 3 Tr 366.
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been spending 5% less in capital than its peers supports increasing the company’s
capital expenditures. He labeled Staff's 10% annual increase “arbitrary”.146
Mr. Whitman further testified that DTE listed specific projects “to improve reliability and
address customer requests” in one of its workpapers that included engineering
estimates and contended that the $34.1 million difference in projected expenses for
2017 would lead to reduced reliability work and have a negative impact on
customers. 14’

In its briefs, DTE relies on Mr. Whitman'’s rebuttal testimony. DTE disputes that it
spent less than its rate case projections in Case No. U-17767 once tree trimming capital
expense projections are excluded consistent with the Commission’s decision in that
case. The main thrust of DTE’s argument is that the very poor performance it has
shown clearly justifies additional capital spending. The introduction to DTE’s brief on
this expense category argues:

DTE Electric’s key responsibility is to provide safe, reliable and affordable

power to the residents and businesses in the Company’s service territory.

Customers need reliable service, yet the Company’s system reliability is

degrading and consistently ranks in the fourth quartile among peer utilities.

There is unprecedented demand on Company resources to address

reactive work in response to tree related outages, as well as increasing

demand for customer connections and relocation activities. Aging
infrastructure throughout the Company’s service territory also requires
reconfiguration and replacement. Therefore, DTE Electric requires $568
million in capital and $308 million in O&M for the projected test period, as
further outlined below. Without this necessary funding, there would be

unacceptable risks impacting customer reliability and electric system
integrity.14®

146 See 3 Tr 369-370.
147 See 3 Tr 370.
148 See DTE brief, pages 45-46.
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DTE argues that Staff's 10% annual increase in capital expenditures is unreasonably
low, and is contrary to Staff's recognition that DTE is spending less than its peers.4°
DTE further argues that its capital request is supported by detailed analysis and
engineering estimates for specific projects to address customer requests and improve
reliability.1°0 DTE also notes that Staff’'s position on spending increases was initially
based on inaccurate data, which Staff subsequently corrected.’®> DTE argues in its
reply brief that Staff underestimates the scope of the reliability issues facing DTE.*?
Staff’'s brief cites Mr. Mazuchowski’s testimony that DTE's requested capital
expenditures are significantly above inflation and recent spending increases have not
shown an improvement in reliability. Staff also argues that DTE’s increased capital
expenditures have not reduced O&M expenses. In addition, Staff argues that the
comparative information in Exhibit S-9, Schedule 9.4, shows that DTE’s projected
spending would raise its capital spending levels far above other similarly situated
utilities.®® Staff argues that its use of 10% each year is reasonable and conservative
and does not put DTE’s spending too far out of line from other similarly situated utilities.
In its reply brief, Staff further argues that DTE has not presented a cost-benefit analysis
to show how its increased spending will improve reliability or lead to O&M expense
savings.'® Staff addressed Mr. Whitman’s testimony that not enough time has elapsed
to determine if positive reliability improvements are occurring from previous spending,

see 3 Tr 366, by pointing to the history of capital expense increases from 2012 forward

149 See DTE brief, pages 48-49; DTE reply brief, page 36.

150 See DTE brief, page 49, citing Whitman, 3 Tr 352-55, 370, 376.
151 See DTE brief, page 48 at n 45.

152 See DTE reply brief, pages 36-37.

153 See Staff brief, pages 17-19.

154 See Staff reply brief, pages 5-6.
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shown in Exhibit S-9, Schedule 9.3, and citing Mr. Mazuchowski’s testimony that some
impact on reliability should have been observed.'>® Staff also responded to DTE's
claims regarding the importance of distribution system capital expenditures:

DTE Electric explained in its initial brief that distribution operations capital
expenditures “are made to connect new customers to the electrical
system, improve reliability and strengthen the electrical system, and
address load growth and system improvements required to maintain
reliable and efficient operation of the electrical system.” (DTE Electric’s
Initial Brief, p 47.) These three items are a basic responsibility of any good
utility, and DTE Electric has essentially stated the same premise in its brief
in its last rate case. In re DTE Electric Co, MPSC Case No. U-17767, DTE
Electric’'s 7/28/15 Brief, p 66. Staff testified in this case that while Staff
agrees that additional spending may be necessary, it is also equally
necessary to evaluate past spending to determine if the requested level of
spending is beneficial to improved customer reliability. (5 TR 1513-1514.)
DTE Electric has been increasing Capital spending for several years now
and some benefits in reliability should, but have not been demonstrated.
(5 TR 1514.) Staff does not have confidence that increasing distribution
capital spending at the level DTE Electric proposes will improve reliability
feasibly. 156

Mr. Mazuchoski also recommended that if the Commission approves DTE’s
capital or O&M expense projections rather than Staff's adjusted projections, the
Commission should also adopt a tracking mechanism to reconcile DTE’s actual
expenditures.'>” Mr. Whitman testified that trackers are unnecessary but, if the
Commission approves a tracker for this expense category, it should be a two-way
tracker allowing the utility to recover expenses above the amount included in rates.!%8
Citing Mr. Whitman’s rebuttal testimony,'>® DTE argues that there is no need for

trackers because it has consistently spent more than forecasted and approved in rate

155 See Staff reply brief, pages 4 to 6.
156 See Staff reply brief, page 5.

157 See Tr 1516-1517.

158 See Tr 367-368.

159 See 3 Tr 367-68, 376.
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case filings for both distribution O&M and capital. DTE also argues that any tracker
should be a two-way tracker citing the tracker put in place in Case No. U-16472.16°

This PFD finds, as Staff argues, that DTE has not supported its projected level of
capital expenditures. DTE has not presented a cost-benefit analysis for any of its
expenditures. Mr. Whitman testified that “Exhibit A-21, Schedule M6 supports that costs
and benefits of sectionalizing and operating devices provides the lowest cost per SAIDI
minute reduction for projects,”'6* but a review of Exhibit A-21, Schedule M6 shows that
it does not contain any evaluation of the design health of DTE’s circuits or establish that
DTE is maximizing reliability improvements relative to time and resources. Instead, it is
simply an illustration of how improvements in reliability can be made at costs below the
cost of replacing an entire circuit or substation.

Indeed, DTE does not project any specific improvements in distribution system
reliability tied to its expenditures or tie collection of ratepayer funds to any likely actual
outcomes. Instead, DTE uses a few examples to illustrate how reliability may be
improved. Mr. Whitman testified in rebuttal that the “System Resilience program is
proven to reduce outage duration by over 50% on the circuits to which it is applied and
the Repetitive Outage Pocket program is proven to reduce customers experiencing
multiple outages by 24% to 30%."162 Although he did not provide any citations for these
assertions in this portion of his testimony, he appears to be referring to two examples he
provided earlier in his testimony. He gave an example of the System Resiliency savings

potential in his testimony as follows:

160 See DTE brief, page 48; DTE reply brief, page 37.
161 See 3 Tr 320.
162 See 3 Tr 355.
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Beginning in 2012 and through the end of 2015, 445 circuits have been

addressed by this program and its predecessor. As a group, these circuits

have shown a 48% all weather SAIDI reduction in post-construction

performance relative to their pre-construction three year average from

2012-2013.163
This is not “proof” of the effectiveness of the system, without further analysis. For
example, we don’t know from this example when the trees were trimmed on any of
these circuits and what other work might have been performed.

Likewise for the Repetitive Outage Pocket Program, Mr. Whitman testified that
the number of customers who experienced four or more outages fell in 2015 by 30%
relative to 2014, and similarly the number of customers who experienced five or more
outages fell in 2015 by 24% relative to 2014. This is not “proof” that the program was
responsible for the reduction since Mr. Whitman’s analysis does not consider different
levels of storm activity or any other potential explanatory factor. Indeed, a review of the
chart Mr. Whitman presented at 3 Tr 288 shows the largest difference between
all-weather SAIDI and SAIDI excluding Major Event Days (MEDs) in 2014. In 2014
SAIDI was 793 minutes while the SAIDI excluding MEDs was 189 minutes, a difference
of 604 minutes attributable to outages related to major events. Mr. Whitman testified
that reliability is significantly influenced by weather and will vary from year to year.1%4

At the same time DTE is arguing it needs funding for its reliability programs, DTE
acknowledges that spending for load growth and new business as well as reactive

replacements displace proactive investments in system reliability. Mr. Whitman testified

to this1%°> and his Exhibit A-21, Schedule M8 is intended to illustrate this. Schedule M8

163 See 3 Tr 322.

164 See 3 Tr 286; Mr. Wuepper also testified that there were 4 major storms a year on average from 2010
to 2014, while there was only 1 major storm in 2015. See 4 Tr 948.

165 See 3 Tr 283.

U-18014
Page 85



shows that whatever projected capital expense amount the Commission uses in setting
rates for DTE, its first priorities are to new business, load growth and relocations,
reactive equipment failures replacement, and “other”. It appears to believe this
prioritization is appropriate without consideration of any other potential corporate
expenditures.

DTE also provided little to no detail regarding how it derived its capital expense
projections, although it argues that Mr. Whitman’s analysis is based on detailed analysis
and engineering estimates. On this record, Mr. Whitman presented only the detail in
Schedule B6.3 of Exhibit A-9, which is a spreadsheet using four main categories: “new
business”, “system strengthening and reliability”, “system strengthening blankets”, and
“miscellaneous”. Mr. Whitman’s Schedule M8 of Exhibit A-21 attempts to organize the
line items of this exhibit into functional categories. The only line items that implement
DTE's reliability efforts as opposed to new business, load growth, and emergency work,
are lines 8 (labeled “reliability”) and 19 (labeled “system improvements”). Of those two
lines, 99% of the projected capital expenditures are in line 8, reliability.1%¢ Mr. Whitman
testified that line 8 includes the cost for the reliability activities DTE is undertaking, other
than tree trimming, as described in “Part IV” of his testimony.16’

Mr. Whitman identified 6 major efforts DTE is undertaking to improve overall
reliability, five of which were included in “Part IV” of his testimony.1®® Excluding the

“Enhanced Tree Trimming Program” that he addressed in “Part IlII”, he identified

166 New business has six line items, including two for customer advances; load growth and relocations
have five line items, reactive equipment failures and replacements have two line items, and there are
some miscellaneous line items.

167 “Line 8 shows the expenditures for projects or programs to maintain or improve reliability. The details
of these expenditures were described in the reliability portion of my testimony (Part 1V).” See 3 Tr 340.

168 See 3 Tr 289.
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“System Reliability,” the “Repetitive Outage Pocket Program,” increased maintenance
activities for key distribution assets, proactive replacement of aging assets beyond their
design life, and last, a focus on improving restoration processes such as “restore-
before-repair.” These are the programs discussed in “Part IV” of his testimony.16® The
only cost he expressly identified in his testimony in connection with any of these
programs is $6.7 million for increased maintenance through breaker, net bank column,
and manhole inspections.1’® He testified that “proactive replacement of aging assets” is
focused on the replacement of four main asset types: breakers, system cable,
underground cable loops, and switchgear.1’!

Only Mr. Coppola’s Exhibit AG-17 sheds any light on the reliability costs DTE is
projecting. Mr. Coppola’s Exhibit AG-17, page 1, contains the first page of
Mr. Whitman’s workpaper with some expense detail. A review of this page shows that
however much confidence DTE may have in these programs, it is not proposing a
significant increase in spending on them in 2016 or 2017. This page lists elements of
the “System Strengthening and Reliability” costs in lines 8 through 15 of Schedule B6.3.
The first 35 lines appear to provide detail for the “Reliability” line item, but “System
Resiliency” is a single line item with projected expenses of $53.5 million in 2015, $39.3
million in 2016, and $22.8 million for the first seven months of 2017, and “Repetitive
Outage Pocket Program” is also a single line item with projected expenses of $16.7
million in 2015, $16.1 million in 2016, and $10.6 million for the first seven months of

2017. No other supporting detail is provided for these apparently key programs.

169 See 3 Tr 318-330.
170 See 3 Tr 322.
171 See 3 Tr 327 330.

U-18014
Page 87



Looking at the rest of the page, lines 4 through 7 are for breaker, cable,
underground cable, and switchgear replacement, which clearly relates to the “replace
aging infrastructure” program Mr. Whitman identified in Part IV of his testimony. This
includes cost estimates that are generally projected to decrease from 2015 levels in
2016 and 2017 with the exception of switchgear replacement, which is projected to
increase from $0.8 million in 2015 to $1.3 million in 2016 and $5.2 million in the first
seven months of 2017. The remainder of the line items are not obviously related to
Mr. Whitman’s testimony in Part IV, but identify numerous projects that could as easily
relate to load growth as reliability and have no additional identifying information. Line 8
is labeled “PTM”, which may refer to “pole top maintenance”, although Mr. Whitman
does not specifically discuss a pole top maintenance program in Part IV of his testimony
or the appropriate level of funding for it.

Thus, not only do DTE’s testimony and exhibits fail to support the reliability,
reasonableness, and prudence of its projected spending, with no cost-benefit analysis,
the workpaper Mr. Whitman provided also does not support its projected levels of
spending. Instead, it shows over $50 million per year in undetailed, lump sum spending
for 2015, 2016, and 2017. In contrast, Staff’'s analysis is pegged to the average
spending levels of other large utilities, and appears rationally related to determining an
adequate expense allowance for this category of expenses.

b. The Attorney General’'s Recommendations

The Attorney General recommended the following adjustments to DTE'’s

projected distribution system capital expenditures: exclude the projected contingency

allowance of $4.9 million, exclude projected expenses associated with the Gordie Howe
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International Bridge and an |-75 construction project, and exclude projected
expenditures on a SCADA system expansion. These recommendations are discussed
in subsections i through iv.
i. Contingency Spending

As explained above, Mr. Coppola recommended excluding all contingency
estimates from DTE’s capital expense projections citing the Commission’s prior
decisions in Case Nos. U-17767 and U-17735. In DTE’s distribution system capital
expense projections, DTE included contingency amounts totaling $4.891 million as
shown in Exhibit AG-15. Mr. Whitman provided rebuttal regarding the contingency
expenditures:

Contingency is established on large non-routine projects early in their life

cycle in case cost increases are experienced due to unforeseen

circumstances. This is a common practice in the industry. As engineering

analysis is completed, firm material quotes are received and as early

construction work progresses those contingency levels are reduced as the

contingency is either consumed due to emerging issues or redirected to

other new work. All budgeted funds including contingency will be invested

in projects that benefit customers.172
For the reasons discussed in section 2 above, contingency projections are not
appropriate for ratemaking.

ii.Gordie Howe International Bridge

Mr. Coppola also recommended that the Commission exclude DTE’s
$41.8 million projected expenditures associated with the construction of the Gordie
Howe International Bridge, as shown in his Exhibit AG-16:

On line 20 of Exhibit A-9, Schedule B6.3, the Company has included

$41,803,000 of capital expenditures for the relocation of power lines and

other facilities due to the construction of the Gordie Howe International
Bridge and the related plaza and access roads. Exhibit AG-16 includes the

172 See 3 Tr 374-375.
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Company’s discovery response supporting these capital expenditures.
From Mr. Whitman'’s direct testimony, it appears that these costs are likely
to increase to $85 million through the year 2018. In response to a
discovery request, the Company stated that it believes the Windsor-Detroit
Bridge Authority (“WBDA”) should pay for the majority of the cost of
relocating the electric lines and related faciliies to accommodate
construction of the bridge. Nevertheless, the Company has included these
capital expenditures in the forecasted rate base.

It is still unknown if the State of Michigan or some other entity will own the
facilities on the United States side of the bridge. Given this uncertainty and
to provide the Company with every incentive to recover the cost of
relocating its facilities from the parties responsible for building or owning
the bridge and adjoin facilities, | recommend that these capital
expenditures be excluded from rate base in this rate case. DTE Electric
customers should not be solely responsible to pay for costs that will
benefit users of the bridge throughout Michigan and outside the State, and
even from another nation. Once built, the bridge will charge a toll to
recover its capital investment and operating costs. That investment can
include the cost of relocating gas facilities owned by DTE Electric.t’3

Regarding the proposed bridge work, Mr. Whitman testified in rebuttal to Mr. Coppola’s
recommendation as follows:
Q. Why are the GHIB project expenditures required?

A. The Company has been notified by the State of Michigan that it is
required to relocate all Company facilities that are in conflict with the
construction of the Gordie Howe International Bridge Project. Witness
Coppola proposes that the Company ignore this notification and delay the
significant amount of work that is required to relocate DTE Electric’s
facilities in advance of the future bridge construction, which is a critical
international project for the rehabilitation of the mid-west region DTE
Electric has identified the specific and extensive facilities that must be
rerouted and relocated to facilitate the construction of the GHIB. The
Witness Coppola’s recommendation to reduce capital by $41.8M should
be rejected to allow the Company to complete the required work.
Postponement will result in unnecessary increased costs to DTE Electric
customers.t’4

Citing this testimony, DTE argues in its briefs that it has been notified by the

State of Michigan that it is required to relocate all DTE facilities that are in conflict with

173 See 6 Tr 1807-1808; note that these expenditures are included in a different line of Schedule B6.3.
174 See Tr 371-372.

U-18014
Page 90



the bridge construction and is legally entitled to recover its costs.1’> DTE also contends
that Mr. Whitman’s 30 years of experience confirms that the Company will not receive
funding from the State for the work and delaying that work would only increase its costs,
citing his testimony at 3 Tr 386.

This PFD finds that Mr. Coppola’s testimony is persuasive. DTE has not
established the magnitude or the timing of its projected bridge expenditures. As
discussed in connection with the contingency spending issue, DTE can clearly include
any reasonable and prudent expenditures in rate base and recover accordingly in future
rates. And, as discussed above in section Ill, DTE is not “entitled” to recover projected
rate base expenditures and should have no expectation that the Commission will
require ratepayers to prefund uncertain costs. In addition, DTE has not explained what
efforts it has undertaken or intends to undertake to safeguard ratepayer interests in light
of Mr. Coppola’s reasonable concern and in light of DTE’s own discovery response
indicating it should not be fully responsible for the costs. In that discovery response,
DTE was asked to explain why it is not pursuing recovery of costs for the relocation
“given that this is a privately owned bridge or owned by an independent authority”. It
responded:

DTE Electric objects for the reason that the discovery request requires the

Company to render a legal opinion and conclusion regarding the

ownership of the Gordie Howe International Bridge (GHIB). Subject to this

objection, and without waiving this objection, DTE Electric would answer

as follows:

The Company believes the Windsor Detroit Bridge Authority (WDBA)

should pay for the majority of relocations of DTE Electric facilities required
to accommodate construction of the bridge, however, in light of the

175 See DTE brief, page 49, DTE reply brief, page 38.
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uncertainty regarding which party will ultimately pay, DTE included the
capital expenditures in this case.'’®

Instead of addressing the legal question whether DTE has a claim to cost recovery, and
instead of explaining any efforts DTE has undertaken to resolve this question, DTE
relies on Mr. Whitman’s non-legal generalization as to the likelihood DTE will receive
any contributions for the construction. This is not a reliable analysis of DTE’s legal rights
and remedies in this particular situation, does not show that DTE is fully protecting the
ratepayers’ interests, and is particularly unhelpful when Mr. Whitman has also
acknowledged that he has had no involvement in any of the discussions that may have
taken place between DTE and the relevant bridge authorities on this issue.
iii. 1-75 Construction

DTE also proposed to recover projected costs associated with an [-75
construction project. In his direct testimony, Mr. Whitman did not expressly address this
project. Mr. Coppola recommended excluding the $13.4 million of capital expenditures
included in DTE’s projected rate base:

On line 11 of Exhibit A-9, Schedule B6.3, the Company has forecasted

$7,304,000 of capital expenditures for 2016 and $6,100,000 for the first

seven months of 2017 for the 1-75 Modernization. The total of the two

amounts is $13,404,000. Exhibit AG-17 includes Company workpaper

WPB6.3 (line 50) supporting these amounts. In discovery, | requested the

Company to explain the reason for the forecasted expenditures and justify

why they were necessary and essential to be incurred in those years. The

Company’s response, included on page 3 of Exhibit AG-17, states that

“Through discussions with the Michigan Department of Transportation, the

Company understands that major efforts are planned for 2016 and 2017 to

improve the physical structure of the bridges crossing I-75.” The Company

has therefore estimated certain costs to replace or upgrade its facilities

based on its understanding of the work that may take place.

The Company has not presented any specific work plan or schedule of
when this work and expenditures will take place. The timing of the

176 See Exhibit AG-16.
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expenditures seems to be based on discussions and general
understanding on the part of the Company of which bridges may be
rehabilitated. These planned expenditures may or may not occur within
the planned periods forecasted. The timing and level of work is uncertain.
Without a definite schedule and work plan, it is not possible to support
inclusion of the forecasted capital expenditures in rate base.’”

Regarding the [-75 construction project, Mr. Whitman testified in rebuttal to
Mr. Coppola’s recommendation as follows:

Plans have been released from the Michigan Department of
Transportation, detailing the areas of expressway they plan to widen and
the bridges that will be rebuilt on I-75. It has been determined that 23 road
crossing will be impacted over all phases of construction. Immediate
requirements involving heavy construction, includes relocating
underground (UG) conduit containing multiple circuits. This work is
extremely labor intensive and requires a large lead time to complete the
necessary work. Witness Coppola recommends reducing capital
expenditures by $13.4 million for this project due to lack of specific work
plans and schedule. Withess Coppola’s argument that specific plans are
not provided is unreasonable, as specific details are not usually shared in
these rate proceedings. The Company has received the typical notification
from the State of Michigan on this project and needs to comply with the
relocation requirements in a timely fashion, as to not delay the project or
cause increased costs. The Company is obligated to complete the work
required by the State of Michigan to address the deterioration of
Michigan’s road infrastructure. Any such position should be rejected.'”®

On cross-examination, Mr. Whitman again acknowledged he had not provided details
regarding the proposed expenditures and also indicated that he did not have a clear
understanding of the timeframe within which the work would be done:

Q Did you provide any work plans or schedule in your rebuttal testimony to
support the level and timing of these expenditures?

A | provided some general high-level description of the project, what it
involved that we know right now.

Q And where is that in your rebuttal?

177 See 6 Tr 1809-1810.
178 See 3 Tr 373.
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A Page 22 -- or line 22, page -- I'm sorry. I've got to find it in the right --
I've got to adjust here, so I'm sorry, just take me a minute. Line 13, "It has
been determined that 23 road crossings will be impacted over all phases
of construction.” Immediate requirements involving heavy construction,
issuing, relocating underground conduit, conducting multiple circuit
transfers, and it's labor intensive.

Q O.K. And is that the extent of the work plans and schedules to support
your expenditure for this I-75 Modernization project?

A That's correct. It's not, that's about the level that we typically provide on
a project like this in a rate case.

Q Now, do you have more information about the specifics on the work
plan and schedules but just haven't provided it yet, or you just don't have
any?

A We have from the State of Michigan the timeline of the entire project
and various phases of that project and the year in which they plan to do it.
They typically give us eight to ten months lead time with specific plans.
We haven't received those specific plans for the areas that we were
looking, but we to know what pieces were in the way.

Q And have you provided any -- so the information that the State of
Michigan has given you is just that there are road crossings that will be
impacted and there might be some heavy construction?

A They didn't give us information on heavy construction, that was our
determination. They gave us information on the scope of project that -- the
area of the expressway involved and the times, approximate years of
when the construction would take place.

Q And did you provide that information in your testimony?

A No.

Q All right. And when do you expect to get the information
from the State of Michigan on the more specific information?

A The first major conflict is, they have scheduled for somewhere in 2018,
we don't know when, so | would expect that information to be coming very
shortly.

Q And when you say very shortly, month?
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A | can't predict when they're going to give it to us; typically | said eight to
ten months in advance when of when they do the work.

Q So ifit's 2018, wouldn't that be sometime in '17, then?
A Somewhere in that early -- or late '16, early '17.

Q When in 2018 did you say?

A | didn't say. Could be January.

Q O.K.

A That's why we haven't gotten that information yet.1"®

In its brief, DTE acknowledges the Attorney General’'s concern that DTE does not
have specific work plans or a specific schedule, but dismisses the concern rather than
address it. DTE argues that Mr. Coppola’s recommendation is “unreasonably based on
an alleged lack of specific work plans and schedule.”?® In this regard, DTE argues that
the company received “the typical notification” from the State of Michigan and is
obligated to complete the work required. DTE then argues that it “has a right to recover
its costs,”'8! further contending in its reply brief that the Attorney General is “as a
representative of the State, attempting to penalize DTE Electric for allegedly insufficient
information provided by the State.”'82 In a footnote, DTE also cites the 14" Amendment
to the U.S. Constitution and Article 1, section 17 of the Michigan Constitution of 1963.

This PFD finds that the Attorney General is correct: DTE has failed to support the
magnitude and timing of its projected expenditures associated with the I-75 project. The
Attorney General is not “penalizing” DTE for a deficiency in the notice by the State, but

recognizing the reality that DTE does not know exactly when it will perform the work and

179 See Whitman, 3 Tr 392-394.
180 See DTE brief, pages 49-50.
181 See DTE brief, pages 49-50.
182 See DTE reply brief, pages 38-39.
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has not presented a reliable cost estimate for that work. As discussed in connection
with the contingency spending issue in section V.2 above, DTE can clearly include any
reasonable and prudent expenditures in rate base and recover accordingly in future rate
cases. And, as discussed above in section Ill, DTE is not “entitled” to recover projected
rate base expenditures and should have no expectation that the Commission will
require ratepayers to prefund uncertain costs.
iv. SCADA

Mr. Coppola recommended a $10.49 million reduction in capital expenditures

projected for an expansion of DTE’s SCADA system:

On line 8 of Exhibit A-9, Schedule B6.3, the Company has forecasted
$6,591,000 of capital expenditures for 2016 and $3,899,000 for the first
seven months of 2017 for SCADA monitoring. Exhibit AG-17 includes
Company workpaper WPB6.3 (line 29) supporting these amounts. In
discovery, | requested the Company to explain the reason for the
forecasted expenditures and justify why they were necessary and
essential to be incurred in those years. The Company’s response,
included in Exhibit AG-17, basically explains how the automated SCADA
system works. It also states that the installation of the equipment would
replace manual reading of power measurement and provide more timely
alerts of faults or disturbances. Although these are nice improvements, the
Company has operated well without having these locations automated for
many years.

The key questions then are why invest $10,490,000 now, between 2016
and the 7-months ending July 2017, and do the financial benefits exceed
the cost of investment. If currently there are large inefficiencies or
problems with the current operation at the targeted locations, then a
cost/benefit analysis should easily justify the investment. The Company
has not made a convincing case. In fact, other than the discovery
response, the Company has not presented any financial justification or
compelling evidence to support the expenditures as necessary and
essential to its continued operation of the distribution system.183

183 See 6 Tr 1808-1809.
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In rebuttal, Mr. Whitman testified:

These expenditures are necessary to provide fault indication and circuit

load data. The load data is used to more accurately determine the load

distribution at substations and circuits for planning future maintenance,

repairs, upgrades, circuit consolidation and investment in the DTE electric

distribution system. Currently many of these locations have limited

measurement capability or must be manually read on a periodic basis.

The new monitoring equipment provides more visibility into the system

condition through loading information as well as the ability to act as fault

indicating devices. As part of overall efforts to improve system reliability,

the fault indication allows for more rapid notification of disturbances and

outages and more accurate response for restoration and repair. The

Company has determined that approximately 60% percent of its system is

currently monitored by SCADA devices, and that is well below best in

class peer utilities which are typically monitored at 100% SCADA.184

DTE argues in its brief that the expenditures are necessary to provide fault
indication to improve system reliability and circuit load data that will be used for
maintenance, repairs, upgrades, circuit consolidation and investment in the Company’s
distribution system, which DTE maintains is 40% below its peer utilities, citing
Mr. Whitman’s testimony at 3 Tr 374 and 377.18 DTE argues: “The AG’s suggestion
that DTE Electric should have submitted additional ‘financial justification or compelling
evidence’ lacks merit since even the AG does not indicate any reason to not make the
expenditures and the value of improved restoration and repairs is self-evident.”186

While the Attorney General is correct that DTE did not provide a cost-benefit
analysis of this expenditure, the Attorney General does not challenge the cost estimate
and does not challenge DTE’s assertion that its peer utilities all have such systems in

place for 100% of their service territory. This PFD finds that DTE’s plan to expand

installation of a SCADA system is reasonable and given the relative magnitude of

184 See 3 Tr 374.
185 See DTE brief, page 50, DTE reply brief, page 39.
186 See DTE reply brief, page 39.
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dollars involved ($10.5 million through the 2016-2017 test year) and the deficiency in
DTE’s system currently compared to its peers, this PFD finds that DTE will indeed
complete the installation. Thus, this PFD finds that it is reasonable to include the
projected SCADA costs in the projected rate base.
c. MEC/SC/NRDC

Mr. Jester testified that DTE has not considered opportunities to improve the
efficiency of its system by reducing line losses in connection with the substantial work
the utility is proposing to undertake on its distribution system. He testified that the
installation of AMI facilitates improvements in several key areas. Mr. Jester identified
eight specific practices that should be examined: metering at intermediate points in the
distribution system; improving the balance between phases in three-phase circuits;
right-sizing transformers based on site-specific AMI data; dynamic voltage and power
factor control; conservation voltage reduction to reduce load at high times; remote
monitoring and as-needed maintenance of line equipment; selective distribution system
improvements to address grid locations with high losses; and deploying efficiency
programs, demand response, or other programs to reduce distribution load at high-load
times or in locations with high system loss rates.*®” He explained the value of AMI data,
including lengthy explanations of how AMI data can be used in phase balancing,
transformer load balancing, and dynamic voltage and power factor control.188

Mr. Jester recommended that in granting rate relief to DTE in this case, the

Commission also require DTE to evaluate these opportunities and provide a report to

187 See 5 Tr 1617-1618.
188 See 5 Tr 1620-1634.
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the Commission prior to or concurrent with its next rate case filing.18° He cited DTE'’s
discovery response in Exhibit MEC-4 indicating that DTE has not evaluated the potential
to reduce system losses from the projected distribution operations capital spending:

DTEE's reliability is degrading and consistently ranks in the fourth quartile
among peer utilities with respect to standard measures of reliability. DTEE
must continue to focus on the reliability of the electric system to benefit the
Company’s customers. For this reason, distribution capital spending is
focused on addressing reliability, aging infrastructure, connecting
customers, and relocations. While some reliability projects and the
replacement of aging electric equipment will have a small positive impact
on system losses, this is not the main focus of the distribution capital
spending.19°

Mr. Whitman'’s rebuttal testimony similarly stated:

The Company does not support requesting additional funds to develop a
specific line loss program. Distribution Operations is focused on improving
reliability performance, addressing aging infrastructure, and enhancing
distribution system technology to improve the quality of service to the
Company’s customers. The Company is already taking steps to minimize
system losses as part of normal engineering processes and analysis. This
includes properly sizing transformers maintaining load balancing on
distribution circuits, and installing voltage correction devices, such as
capacitors and regulators. Additionally the Company is applying Smart
Technology such as SCADA and remote monitoring to improve the
efficiency of the analysis and corrective action process.°!

In their brief, MEC/SC/NRDC argue that although DTE is planning to spend a
substantial amount of money on its distribution system in 2016 and 2017, it does not
project any improvement in distribution system efficiency. Citing Mr. Jester’s testimony
and Exhibit MEC-4, MEC/SC/NRDC argue that DTE should evaluate the potential for
reduction in system losses resulting from the projected distribution spending.

MEC/SC/NRDC quote the following language from the Commission’s November 19,

189 See 5 Tr 1616-1634.
190 See Exhibit MEC-4.
191 See 3 Tr 375.

U-18014
Page 99



2015 order in Consumers Energy’s last rate case, Case No. U-17735, also cited by
Mr. Jester:
Notwithstanding, the Commission recognizes the importance of
understanding potential opportunities to reduce energy waste through the
mitigation of line losses in the event such opportunities are cost-effective
relative to other investments. Given that the functioning of the grid and
replacement of aging distribution infrastructure will likely be of ever
increasing importance in the coming years with the advent of emerging
technologies, the Commission finds it is important to examine distribution
planning in a holistic manner and base investment decisions on strong
analytical support of the costs and benefits. The Commission therefore
directs the Staff to engage with stakeholders on the process going
forward, to educate and enhance understanding of this complex issue.
MEC/SC/NRDC argue that the most cost-effective way to reduce system losses is
holistically, as part of a large-scale distribution capital spending program, and thus urge
that DTE should be required to demonstrate that it will exercise appropriate diligence in
ensuring that the combined costs of system losses and available mitigation measures
have been or are being minimized.1%?

MECSC/NRDC also address Mr. Whitman'’s rebuttal testimony indicating that the
company is already taking steps to minimize system losses as part of normal
engineering processes. They argue that these steps are insufficient, characterizing
them as “simply standard (albeit modern) engineering practices” that do not reflect AMI
and other innovative technological opportunities.’®> MEC/SC/NRDC also argue that
Mr. Whitman did not explain why the company is not proposing any of the measures
identified by Mr. Jester, and did not explain the contradiction between Mr. Whitman'’s

testimony that the company is taking steps to minimize losses and DTE’s discovery

response indicating that the company has not evaluated the potential for reduction in

192 See MEC/SC/NRDC brief, page 30.
193 See MEC/SC/NRDC brief, page 32.
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system losses resulting from the projected distribution capital spending and has no
intent to undertake such an evaluation.®*

In its brief, DTE argues that Mr. Jester’s proposal would require additional capital
that is unnecessary because the company is already taking steps to minimize system
losses as part of normal engineering process and analyses, including properly sizing
transformers, maintaining load balancing on distribution circuits, and installing voltage
correction devices such as capacitors and regulators. DTE identifies the SCADA system
as part of these efforts, citing Mr. Whitman's testimony that it uses “Smart
Technology”.'®® In its reply brief, DTE further argues that MEC/NRDC/SC
acknowledged that the alleged potential benefits are speculative, citing their initial brief
at page 40, and thus can provide no basis for DTE to develop a comprehensive plan
and report.19

This PFD finds that MEC/SC/NRDC have raised an issue that is appropriate for
further study but not appropriate for a revenue adjustment in this case. While the
Commission could require DTE to provide a complete analysis of the opportunities to
increase distribution system efficiency utilizing its AMI infrastructure, the Commission’s
decision in Case No. U-17735, quoted above, acknowledged that these issues require
ongoing evaluation, and expressed a preference for a holistic evaluation involving Staff
and stakeholders. Since Mr. Whitman testified that DTE is taking steps to minimize
system losses as part of its normal engineering processes and analysis, including

properly sizing transformers, maintaining load balancing on distribution circuits, and

194 See MEC/SC/NRDC brief, page 32.
195 See DTE brief, pages 50-51, citing Whitman, 3 Tr 375, 377.
196 See DTE reply brief, pages 40-41.
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installing voltage correction devices, the Commission should nonetheless expect DTE to
explain those efforts and any other such efforts in its next rate case.
d. Discussion

As noted above, Staff's and the Attorney General’'s recommendations regarding
distribution system capital expenditures are difficult to harmonize. On the one hand,
Staff has established that DTE has not justified its projected 2016 and 2017 projected
capital expenditures and reasonably proposed limiting to 10% the annual increase in
capital expenditures to be funded by ratepayers in this case. On the other hand, the
Attorney General has established specific line items of projected expenditure that DTE
has not justified, including contingency spending and potential construction projects for
the Gordie Howe International Bridge and I-75. These parties do not address each
other's recommendations. Based on the record, this PFD finds that it would be
reasonable for the Commission to adopt either the Staff's more generalized adjustment
or the three specific adjustments recommended by the Attorney General. Both sets of
adjustments have a similar impact on the revenue requirement.1%’

If the Commission adopts the more specific adjustments recommended by the
Attorney General, this PFD further recommends that it adopt a form of the tracker
recommended by Staff. A key concern raised by DTE’s evidentiary presentation in this
case is that DTE finds it acceptable to displace spending on reliability projects for which
it received ratepayer funding with spending for new business and load growth as well

emergency repair.’® Also, a review of Mr. Whitman’s Schedule R2 of Exhibit A-28

197 This PFD estimates that adopting the contingency adjustment and adjustments related to the Gordie
Howe International Bridge and I-75 projects in lieu of Staff's adjustment would reduce the revenue
requirement by an additional $463,000.

198 See 3 Tr 289-293.

U-18014
Page 102



shows that although DTE’s 2015 actual distribution capital spending was $10 million
more in 2015 than it projected in Case No. U-17767, the spending for the “system
strengthening and reliability” line items were $30 million below the rate case projection
while “new business” spending was $30 million more than projected. Mr. Whitman'’s
schedule M8 of Exhibit A-21 also shows DTE'’s view that its ratepayer funding for
distribution operations is fungible, essentially stating that DTE will spend all distribution
operations capital amounts included in rates in this case on load growth and new
business before spending it on reliability programs.

This prioritization is despite DTE’s acknowledgement that its performance
metrics are fourth-quartile poor and may get worse should DTE displace proactive
reliability spending with additional spending on load growth and new business. In his
direct testimony, Mr. Whitman presented a chart showing DTE’s performance as
measured by both SAIDI and SAIDI excluding MEDs, over the time period 2005 to
2015, with metrics in the fourth quartile since 2011. He testified that this data clearly
shows a negative trend and further stated: “This trend is expected to grow if the
Company continues to address outages using primarily reactive processes instead of
proactive approaches.”t®°

DTE acknowledges that it has a duty to provide safe and reliable service to its
customers. Correspondingly, DTE has an obligation to raise the necessary capital to
meet its ongoing obligations without regard to whether the Commission and ratepayers
have already included those obligations in DTE’s rate base and rates. Also, DTE
should not have difficulty raising capital for new business and load growth without

reliance on ratepayer prefunding given that new business and load growth increase the

199 See 3 Tr 287.
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utility’s revenues. It should be noted that DTE suffers virtually no “regulatory lag,”
self-implementing rates in this case one month after the end of the projected test year it
used in Case No. U-17767. Thus, it is an unexplained mystery why DTE views its
distribution operations capital expense funding as a single general fund to spend
without regard to the reasons it obtained the funding. Nonetheless, given the utility’s
viewpoint, this PFD recommends that the Commission take steps to provide greater
accountability for the utility’s distribution system performance.

As noted above, DTE opposes a tracker and in the alternative wants a two-way
tracker. First, this PFD does not recommend that the Commission adopt an open-
ended two-way tracker, which is essentially encouraging DTE to spend money on its
distribution system wit